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ABSTRACT 

This document consists of a two-part report that was 
developed as part of a project to develop a national workforce development 
(WfD) system to ensure that people in the United Kingdom develop the basic, 
intermediate, and other skills needed in the 21st century. The first report 
sets out proposals for a more demand-led system that places skill development 
firmly in the context of wider business needs and gives employers and 
employees a central role in determining the nature of provision. The report 
examines the following topics: the importance of WfD; factors impeding WfD; 
raising demand; meeting demand with high-quality WfD provision; developing a 
government framework to support WfD; and implementing the framework. The 
first report includes 55 figures/boxes and 12 appendixes, including a 
description of the methodology used to develop the policy statement and 
action plan, list of organizations and people consulted, glossary, 70-item 
bibliography, performance targets, and 312 suggestions for further reading. 
The second report presents a comprehensive action plan for WfD in England to 
2010 that details the steps England’s government will take in the following 
areas: raising informed demand; improving supply; and developing the right 
government framework. The following items are appended to the second report: 
the action plan; a glossary; an 18-item bibliography; and a discussion of 
sources of further information. (MN) 



Reproductions supplied by EDRS are the best that can be made 
from the original document 



I 

I 




CABBSET 

OFFICE 



PERMISSION TO REPRODUCE AND 
DISSEMINATE THIS MATERIAL HAS 
BEEN GRANTED BY 

/ 






TO THE EDUCATIONAL RESOURCES 
INFORMATION CENTER (ERIC) 



as. DEPARTMENT OF EDUCATION 
Office of Educational Research and Improvement 
EDUCATIONAL RESOURCES INFORMATION 
CENTER (ERIC) 

j/i This document has been reproduced as 
^ received from the person or organization 
originating it. 

□ Minor changes have been made to 
improve reproduction quality. 



• Points of view or opinions stated in this 
document do not necessarily represent 
official OERI position or policy. 



mmi 






In Demand 

Adult skills in the 21st century 



NNO:fATTON UNIT REPORT - DECEMBER 2001 







CONTENTS 



Foreword by the Prime Minister 3 

Chapter 1 : Executive summary 5 

Chapter 2: Introduction 11 

Chapter 3: The importance of WfD and why we need action 16 

Chapter 4: What's preventing the UK raising its game on skills? 31 

Chapter 5: WfD in 2010: a new approach 55 

Chapter 6: Raising demand 75 

Chapter 7: Meeting demand with high quality WfD provision 95 

Chapter 8: Developing a Government framework to support WfD 103 

Chapter 9: WfD: taking it forward 113 

Annexes 

Annex 1: The role of the Performance and Innovation Unit 115 

Annex 2: The Project Team, Sponsor Minister, Advisory Group and 
Academic Panel 116 

Annex 3: Definitions 118 

Annex 4: Methodology 1 21 

Annex 5: Organisations and people consulted 1 25 

Annex 6: Glossary 132 

Annex 7: Bibliography 134 



Annex 8: WfD performance targets 
Annex 9: International comparisons 
Annex 10: Devolved administrations 
Annex 1 1 : WfD initiatives 
Annex 1 2: Further reading 

Annexes 8-12 are available on the PIU website 

http://www.cabinet-office,govuk/innovation/2001/workforce/report/index:html 









Contents 






FOREWORD BY THE PRIME MINISTER 




British industries employ some of the most highly skilled people in the world. 
But today, as in the past, too many employees in too many industries are 
missing out on opportunities to make the most of their talents. Above all, 

7 million adults lack basic skills. Another 6 million lack the intermediate skills 
that are vital for advancing their careers. 

In the long run, schools must play the central role in preparing people better 
for work and careers. But better strategies for workforce development can 
complement the work of the educational system. 

Britain has a poor track record in this area. Policy in the past has led to too 
many small initiatives, a lack of clarity about objectives which confuses 
employers and employees alike, and too much institutional tinkering. What we 
now need instead is a much more coherent approach - helping firms to adapt 
to increasingly competitive markets and helping individuals to update existing 
skills and learn new ones, rather than seeing education as something that 
happens just once. 



We have already made a lot of progress: raising standards in schools; increasing 
participation in higher education; advancing Investors in People; and 
establishing learndirect. In parallel there have been significant institutional 
changes with the establishment of the Learning and Skills Council, the Regional 
Development Agencies, the University for Industry and the Small Business 
Service. Good work has also been done on thinking through how we can do 
better. Last year the National Skills Task Force set out a bold series of 
recommendations for modernising the education and training system. 



To ensure that this work comes together in a strategic framework, 
developed in consultation with all the key public and private sector partners, 

I commissioned the PIU to develop a national strategy for raising our game 
over the next decade. This report recommends a radically different strategy 
for skills. It proposes a much more demand-led system, in which the demands 
of employers and employees determine the provision of development, and 
assesses a number of policy measures to take this agenda forward. 
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Foreword 



I have now asked the PIU, in close collaboration with DfES, DTI, 
DWP and Treasury, to take this work forward by developing a 
detailed action plan setting out agreed policy which will be 
published in the summer of 2002 alongside the Spending Review, 
This report will set out Government's response to the skills 
challenge. But this must be a partnership. To achieve the vision of 
a prosperous and inclusive Britain will involve millions of citizens 
seeing continuous development as crucial to their own ambitions, 
and hundreds of thousands of businesses putting it at the heart of 
their strategies for growth. 




Tony Blair 
Prime Minister 
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1. EXECUTIVE SUMMARY 



Our vision: 

"In 2010, the UK wilt be a society whem Government employers and 
individuals actively engage in dolls development to deliver sustainable 
economic success for all. " 



O 

ERIC 



Key points 

• Workforce development (WfD) can help to raise labour productiwl^ and increase sojial 
inclusion. Higher skilled workers are more productive, more innovative and better able to adapt 

• A relatively hiyi'i proportion of the UK population of working age lacks basic and 
intermediate skills. A particular problem is the large number of low skilled adults in the 
workforce. ThcKigh levels of attainment of young, new entrante to the labour mailtet 
have been rising, they are not keeping pace with those of other industrialised countries. 

• The benefits of education and training are, in large part captored by individuals through 
increased earnings and by firms torough inCTeas®! produclivi^. But the bendits for sociei^ as 
a whole can outweigh individual benefits at lower skill levels since numeracy, literacy and other 
key skills, such as communication and IT skills, contribute generally to economic patormance. 

• Without basic skills - literacy and numeracy - individuals cannot start to develop a career 
path and may be trapped in a low pay/no pay cycle. Once on tne development iadder, 
the chances of individuals accessing further training and moving on to better jobs are 
increased but the personal benefits in higher earnings are still relatively low up to a level 
2 (five GCSEs A*-C or vocational equivalent). 

• Tackling basic skills must be the top priority. However, the report argues that the 
Government's long term aim should be to ensure that all adulls have the opportunity to 
achieve a level 2 qualification. 



• in the longer term, change must focus on: 



- raising the demand for WfD from both employers and Individuals, through the 
development of a demand-led system based on: empowering individuals and 
employers to increase their demand for WfD by, for example considering placing 
purchasing power directly in their hands; helping employers, particularly small 
employers, to develop business strategies that drive up demand for WfD; and tackling 
the barriers of time and money that prevent individuals taking up opportunities; and 



- increasing the supply of high quality WfD, which is responsive to the needs of both 
individuals and businesses, through capacity building and comprehensive audit and 
inspection procedures. 



tj 




-rzr-~ 



5 



Executive Summary 




• Government's roie should be to support this demand-led system - wiUi appropriate 
incentives and safeguards. It Is important that the main departmente involved 
{Department for Work and Pensions (DWP); Department for Education and Skills (DfES); 
and Department of Trade and Indu^ (DTI)) and the Learrring and Skills Council (LSC) 
^are a common vision of the aims of WfD poHpy. This framework must be supperted by: 

- excellent Labour Market Information (LMI) to enable employers, individuals and 
' providers to make informed decisions; 

- sufficient funding flexibility to meet die needs of different local labour markets; and 

- a more flexible qualifications system. 

• Responsibility for Investing in training lies with the individual, business and GovernmKit. 
We propose that Government considers what else it can do to conbibute to increasing 
development opportunities for those in or seeking work. The report considers a range of 
financial incentives, including both public expenditure and tax incentives, 

• This report proposes principles that should underpin future WfD policy and various 
elements of the strategy for Implementing them. In the coming months, fte 
Performance and innovation Unit (PIU) will consult widely within Government and 
beyond on the merits of specific proposals. Taking account of die Pre-Budget Report 
the Budget Report and the outcome of the 2002 Spending Review, these will be 
published in a second PIU report. 

This is a report to the Govemfnent about WiA>. it is not a stateimnt of 
Government poliey. We weleome views from inter^rted parties im the 
arguments and proposals set out below. 



o 



fwhatisWfD? 

1. WfD is a relatively new term for training 
and skills development. It sits between 
training (which has a narrow focus) and 
education (which is broad), and is firmly 
grounded In business need. The PIU has 
adopted the following definition: 

"Workforce development consists of activities 
which increase the capacity of individuals to 
participate effectively in the workplace, thereby 
improving their productivity and employability ' 



WfD is vital to raising labour 
productivity and to increasing 
social inclusion 

2. UK labour productivity currently lags 
behind that of other major industrialised 
countries. There are a number of reasons for 
this, including the comparatively poor level 
of skills and the interaction between low skills 
and low investment. 36% of working age 
adults in the UK, over 13 million people, lack 
basic school-leaving qualifications.^ 





’ The UK figure is for 2001 - more recent data is not available for comparison but 1999 figures were 28% in France and 1 7% in 
Germany. International figures - Skills for all, NSTF. UK figure - Labour Force Survey,' UK, Spring 2001. 
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3. Skills need to be improved because: 

• higher skills contribute to higher 
productivity; 

• low skilled individuals can be caught in a 
vicious circle of low pay/no pay. They are 
also less likely to progress in work as 
employer funded development tends to 
be focused on the more highly qualified. 
This contributes to social exclusion; and 

• a highly skilled workforce is more 
innovative and much better able to adapt 
to the demands of a changing economy. 

4. Tackling basic skills must be the top 
priority. However, the Government's long 
term aim is that all adults should have the 
opportunity to achieve a level 2 qualification 
(i.e. five A*-C GCSEs or their vocational 
equivalent). Above level 2, private returns 
provide a greater incentive for individuals 
and employers to invest in skills. So, gaining 
skills at level 2 allows individuals to make 
progress at work. 



A range of economic, social 
and cultural factors lie behind 
the UK's failings in WfD 

5. Firms and individuals In the UK do invest 
substantially in training and development but 
there are market failures or other barriers that 
may limit their Investment: 

• The returns to development are uncertain 
and often only become apparent in the 
long term. This is a particular problem 
for small firms focused on maintaining 
short term cash flow. 

• There are a range of information failures 
that may make it difficult for individuals and 
firms to identify WfD opportunities of the 
right kind and quality to meet their needs. 
Information, advice and guidance (lAG) 
services and LMI are therefore important. 



• WfD may benefit society as a whole, even 
where the private returns to individuals or 
firms are low or zero - such a divergence 
between social and private returns Is likely 
to lead to underinvestment. 

• Firms can free ride on other firms' training 
by recruiting ready trained workers. 
Evidence is mixed on whether this 
happens frequently or not, but it is clear 
that fear of 'poaching' is a significant 
barrier to investment in WfD, particularly 
for smaller firms. 

• There are barriers to participation for 
individuals and firms, primarily relating to 
time and money. For individuals with low 
skills, motivation is another important 
barrier which can be difficult to overcome. 

• UK employer networks and institutions 
are weak, limiting opportunities for 
information sharing, best practice and 
collaboration. 

• The competitive strategy of many firms 
is based on a low cost/low added value 
approach. Such firms are unlikely to see 
any benefit in upskllling their workers. 

In some cases this may result in what 

is referred to as a low skill/low wage 
equilibrium in which neither employees 
nor employers demand higher levels 
of skill. 

6. Government failures and cultural issues 
compound these market failures and other 
barriers: institutional structures and 
Government funding systems are 
overcomplicated and are frequently changed. 
This leads to confusion and disengagement 
by employers and individuals, reinforcing a 
culture which undervalues development. 

7. Significant progress has been made: 
young, new entrants to the labour market 
are becoming more qualified over time. 

But so are young people in other countries. 
We need to close this gap and keep pace 
with improvements elsewhere. 

B 
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Tackling these failings requires 
a clear vision 

8. Our vision is that: 

’7n 2010, the UK will be a society where 
Government, employers and individuals actively 
engage in skills development to deliver 
sustainable economic success for all . " 



An integrated package of 
measures is needed to realise 
this vision 

9. Realising this vision requires three main 
elements to be put in place: measures to 
stimulate demand; measures to increase the 
quality and responsiveness of supply; and a 
Government framework conducive to these. 

A demand-led system is central to 
achieving change 

10. A demand-led system is one in which the 
demands of individuals and employers rather 
than providers shape the type and quantity 
of WfD provision that is available. Such a 
system offers the best combination 

of responsiveness to the needs of the labour 
market and cost effectiveness. The crucial 
step for the delivery of this system is to 
increase the demand for WfD, for example 
by putting purchasing power In the hands 
of individuals and employers. 

Stimulating employer demand 

11. For employers, development is a derived 
need. They do it to enable them to achieve 
other objectives, notably to make a profit or 
deliver services. The best way to increase 
employer demand is by helping employers 
to rethink their business and organisational 
strategies around more ambitious goals. 

Firms with low cost/low added value market 
strategies have little reason to value 
development. Organisations that resist 



changing their working practices find making 
improvements harder and harder as the 
gap between what they do and best 
practice widens. 

1 2. Business support services have an 
important role to play but have not 
sufficiently integrated WfD into their 
thinking, and are in many cases failing to 
reach their target audience. The DTFs 
ongoing review of business support and the 
Treasury's current cross-cutting review of 
business support for small businesses will. 

in due course, need to recognise and build 
upon the crucial relationship between 
business support and WfD. 

13. Services need to integrate support 
for WfD and business development, even 
where funded by different departments. 

A particular area for support should be 
management and leadership skills, which 
are weak in the UK. 

14. Networks and benchmarking are 
important, as peer advice and opinion are 
seen as more credible than government 
advice. The new network of Sector Skills 
Councils (SSCs) has the potential to make a 
significant impact - not Just in supporting 
skills but in promoting best practice within 
sectors and hence driving up demand. 

Stimulating individual demand 

15. Individual demand can be stimulated 

by promoting the benefits of WfD. removing 
practical barriers and providing better 
lAG services. 

16. Trusted intermediaries tend to be the 
most effective source of encouragement and 
information. Expanding the number of 
informal advisers in the workplace would 
help engage those who are currently 
underengaged In WfD. 





17. lAG systems for individuals have 
improved considerably, but further 
improvement is necessary to support a 
demand-led system. Services need to be 
more joined up, more accessible and more 
transparent. Those groups most In need of 
lAG should be carefully identified, and 
mechanisms for targeting them put In place. 

18. Tuition fees and other costs are potential 
barriers to WfD and may require support from 
Government. Lack of time is another barrier 
frequently cited by low skilled individuals. 

A range of options could be considered to 
address this barrier, including a more 
formalised statutory approach. But this would 
be a fundamental change requiring careful 
consideration, a regulatory impact assessment 
and wide consultation, particularly amongst 
employers. Finally, embarrassment at lack of 
basic skills and low motivation may be key 
barriers to WfD. 

19. There are a number of different 
mechanisms which could be effective at 
increasing individual demand; for example, 
placing more purchasing power in the hands 
of individuals. One option would be a form 
of individual learning account. 

Increasing capacity on the supply side 
and raising quality 

20. In order to deliver high quality WfD in 
a demand-led system, providers need to 
constantly update their services to meet the 
changing needs of the labour markets in 
which they operate. Some providers, 
particularly small community based providers, 
may need help to achieve this, especially in 
terms of their ability to use and exploit 
technology. However, in a demand-led system, 
private providers, voluntary sector providers 
and companies' in-house training facilities 
should be able to compete with public sector 
providers such as further education (FE) 
colleges, based on the quality and value for 
money of the service they provide. 



21. The LSC has produced a strategy for 
quality which aims to ensure that all 
providers reach a satisfactory level of 
provision. Building on this strategy will 
require the promotion of improved 
development opportunities for the staff 
employed by training providers; consistent 
quality standards; and customers who are 
well Informed about quality standards. 

There Is a case for giving inspectors or the 
LSC greater power to sanction providers who 
fail to meet quality standards. 



This package of measures 
needs to be underpinned by a 
clear Government framework 

22. Government's role is to put in place a 
demand-led system that Is supported by 
appropriate Incentives and safeguards. It is 
important that the main departments 
involved (DWP, DfES and DTI) share a 
common vision of the alms of WfD policy. 
They should therefore share outcome targets 
and develop a framework of accountability 
for delivering them. 

23. In a demand-led system, excellent LMI 
is essential to help learners, providers, 
employers and Government make decisions. 
A single co-ordinator should oversee the 
collation, interpretation and dissemination 
of LMI. 

24. A demand-led system requires flexibility 
to meet the needs of different local labour 
markets. The LSC could consider introducing 
a new funding regime based on desired 
outcomes at national and local level within 
the appropriate regional economic strategy. 
More discretion over budgets at local level 
might encourage responsiveness to the 
diverse local needs of both the consumers 
of WfD and providers. 

25. In order to support a demand-led system 
and to respond to rapid changes in the 
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workplace, more flexibility is needed in 
the qualifications system. The process for 
developing and approving National 
Occupational Standards and new 
qualifications needs to become faster and 
more responsive. A credit-based system in 
which individuals can build up to a full 
qualification over time could help individuals 
and employers tailor qualifications more to 
their needs. 



f Next steps 

26. The publication of this report marks the 
end of the first stage of the PIU WfD project, 
proposing a framework for future policy. 

27. WfD needs a more Joined-up approach. 
In the coming months, the PIU will consult 



widely within Government and beyond on 
the merits of specific proposals and will work 
with departmental colleagues in HM Treasury 
(HMT), DfES, DTI and DWP on options for 
taking the strategy forward as part of the 
2002 Spending Review. John Healey will 
continue to be the Sponsor Minister. 

28. The team will also work closely with the 
LSC as they develop their national strategy 
for WfD. 

29. The PIU will publish a second report in 
the summer of 2002 setting out, in the light 
of the outcome of the 2002 Spending 
Review, the details of how the Government's 
policy will be taken forward and on 

what timescale. 




Summary 

• Education, training and skills have been the focus of policy makers' 
attention for a century or more, reflecting concerns about the UK's 
poor relative economic performance and the social consequences of 
a poorly educated and trained workforce. 

• Workforce development (WfD) is a new term for articulating these 
concerns. It has come to the fore in recent years as a result of die 
National Skills Task Force (NSTF) report published last year, the 
creation of the Learning and Skills Council (LSC) and the review of 
National Training Organisations {NTOs>. 

• The aim of this report is to set out a coherent strategy for WfD in the 
UK that draws together a range of new and existing initiatives as well 
as ail the key stakeholders. 




WfD, skills and training have 
long been a focus of attention 

30. Government, employers, trade unions 
and others have been concerned for well 
over a century about the decline in relative 
UK economic performance compared with 
other Industrial countries; and about the 
social consequences of a workforce with low 
skill levels. 

31 . The National Skills Task Force (NSTF), In a 
report published last year, set out a series of 
recommendations for the modernisation of the 
education and training system. In April this 
year, the Learning and Skills Council (LSC) 
was set up with a statutory responsibility for 



workforce development (WfD). There have also 
been other institutional changes In recent years 
- including the advent of the Regional 
Development Agencies (RDAs), the University 
for Industry (Ufi Ltd) and the Small Business 
Service (SBS). In parallel with the Performance 
and Innovation Unit's (PIU's) work, several 
other reviews have been undertaken or are 
under way Including: the Department of Trade 
and Industry (DTI) business support review; the 
Confederation of British Industry (CBI)/ Trade 
Union Congress (TUC) work on productivity 
which has recently reported; the review of 
National Training Organisations (NTOs) <also 
recently concluded); and the Davies Review of 
Enterprise and the Economy In Education. 



12 



11 



Introduction 




32. The Prime Minister announced this 
project through a Parliamentary Question 
on 8 November 2000. 



33. The terms of reference for the project 
were to: 

• carry out a thorough analysis of the WfD 
problem and its causes, covering the full 
range of demand- and supply-side factors 
that determine investment in WfD; 



• devolved administrations: as training 
is a devolved area, this report focuses 
particularly on England whilst recognising 
that some elements of WfD are UK-wide 
(e.g. NTOs and private provision); 

• higher education: higher education was 
outside the remit of the project, though 
many issues central to WfD have implications 
for higher education. For instance, the 
Government’s aim of ensuring that 50% 

of people under 30 participate in higher 
education has implications for the structure 
of vocational education; 
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• examine what has worked well, what less 
well and what gaps remain in provision; 

• develop a vision for the future and identify 
the main responsibilities and aspirations of 
the main stakeholders; 

• ensure future Government policy has 
a clear strategic focus; 

• develop a coherent strategy for change 
that seeks to draw together all the key 
initiatives and leads to real improvements 
on the ground; and 

• engage fully with the different 
Government departments with a stake in 
WfD - not Just Department for Education 
and Skills (DfES) but also DTI which Is 
responsible for most of Government's 
dealings with business, Department for 
Work and Pensions (DWP) concerned with 
sustainable employment, the Treasury 
which leads on fiscal other matters, and 
other Government organisations with a 
sectoral interest. 

The project has a number of 
clear boundaries... 

34. The project had the following boundaries: 

• age: it focuses on WfD for those aged 1 9 
and over; 



• schools: education for the under-19s was 
also outside the remit of the project. One of 
the objectives of education is to prepare 
young people for work (e.g. by equipping 
them with basic skills in numeracy and 
literacy and by helping to shape attitudes 
to learning both inside and outside the 
workplace). The Government has 
introduced a range of reforms Intended to 
improve the quality of education and has 
substantially increased expenditure on 
schools. These reforms mean new entrants 
to the labour market should in future be 
much better educated and much better 
qualified than in the past. Although the 
project was not asked to look at this area, 
the success of these reforms will be vital to 
improving the skills of the future workforce 
and should be closely evaluated in this light; 

• existing structures and initiatives: 

major institutional changes impacting on 
WfD have only recently been implemented. 
The project seeks to build on these and to 
suggest ways in which they might work 
together, not to reinvent them; and 

• skill levels: development opportunities 
tend to be concentrated on those who 
already have high skills. This project 
therefore generally concentrates on lower 
and intermediate levels of attainment - 
where development opportunities are less 
commonplace - and not on those with 
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qualifications at level 4 and 5 or people 
in the professions, (t particularly focuses 
on those whose skill levels are such that 
they find it difficult to participate In the 
workforce (primarily those with sub level 2 
or basic skills problems). Figure 1 provides 
an overview of the National Qualifications 
Framework. 

35. WfD has relevance to a number of policy 
areas. It has a direct impact on, and is in turn 
affected by, a wide range of issues which lie 
at the heart of Government strategies for UK 
prosperity including: 

• regeneration: skills can be built in as a 
key part of strategies to revitalise areas In 
need and encourage enterprise; 

• employment: WfD plays a major part in 
the wider employment agenda; 

• business support: WfD is part of the 
overall agenda to provide businesses, 
particularly small businesses, with easily 
accessible advice and support; 

• response to the shifting demographics 
of the workforce: an ageing workforce 
raises fundamental questions about the 
length of time workers spend in the labour 
market and the consequent need for them 
to update skills; and 



• immigration: where skills are very scarce 
they may need to be imported, with 
consequences for Immigration policy. 

36. WfD starts In school with the workforce of 
the future and continues throughout life until 
retirement. Government policy can impact 
on WfD in a variety of ways: through schools; 
workplaces; individuals; and Further Education 
(FE)/Higher Education (HE). Government 

can also focus on specific groups in the 
workforce such as young workers, those 
about to enter the workforce, or those with 
particular skill deficits. 

37. Given the broad scope for Government 
intervention, it is inevitable that priorities will 
need to be developed and some trade-offs 
may be required. A balance needs to be 
struck between intervening to solve 
immediate problems or taking a longer term 
view and establishing systems to minimise 
potential future problems. The nature of 
Government intervention will also change as 
the characteristics of the workforce change in 
the future. 




Figure 1 : National Qualifications Framework 



Level of 
qualification 

5 

4 


General 

Higher level qualifications 


Vocationally* 

related^ 


Occupational 

Level 5 NVQ 
Level 4 NVQ 


3 advanced level 


A level 


Free-Standing 
mathematics 
units level 3 


Vocational A level 
(Advanced GNVQ) 


Level 3 NVQ 


2 intermediate 
level 


GCSE 

grade A*-C 


Free-standing 
mathematics 
units level 2 


Intermediate GNVQ 


Level 2 NVQ 


1 foundation 
level 


GCSE 

grade D-G 


Free-standing 
mathematics 
units level 1 


Foundation GNVQ 


Level 1 NVQ 



Entry level Certificate of (educational) achievement 



* Also includes vocationally -related qualifications offered by organisations such as City & Guilds. 
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The project has been carried 
out by a multidisciplinary team 
working closely with others 



38. A multidisciplinary PIU team, comprising 
a mix of civil servants and secondees from 
outside Whitehall, was assembled In March - 
April 2001 . Details of the PIU and the team are 
given in Annexes 1 and 2. The team undertook 
its work in five phases (see Annex 4): 

• planning and scoping the project 
including identifying stakeholders; 

• fact-finding based around eight 
workstreams; 

• production of an analysis paper reviewing 
the nature and extent of the WfD problem 
and its causes; 



also held to help shape the team's analysis 
and thinking. 

41 . Annex 5 gives a comprehensive list of 
all the individuals and organisations 
consulted by the project team, visits made 
and events held. 



The report is structured as 
follows... 

42. The rest of this report is structured 
as follows: 

• Chapter 3 sets out why WfD is important 
and why change is needed. 

• Chapter 4 analyses the causes of current 
problems. 



o developing a vision for a better future; and 

• formulating policy options and 
recommendations to Government for the 
future of WfD. 

39. In carrying out the review, the project team 
was supported by two groups: an Advisory 
Group and an Academic Panel. The Advisory 
Group was made up of representatives and 
stakeholders from inside and outside 
Government. This group was chaired by Mike 
Kinski, Transaction Director, Principal Finance 
Group, Nomura. The Academic Panel consisted 
of a range of academics all regarded as experts 
in aspects of WfD. 



• Chapter 5 presents a vision for the future 
of WfD and the roles and responsibilities of 
key stakeholders in achieving that vision. 

a Chapter 6 describes how demand for WfD 
could be increased. 

a Chapter 7 outlines proposals for enhancing 
supply. 

a Chapter 8 sets out proposals for the future 
Government framework necessary to 
support WfD. 

a Chapter 9 summarises the next steps for 
taking forward the WfD project. 

43. The report contains a number of annexes: 




40. John Healey, the Minister for Adult Skills, 
is Sponsor Minister for the project. From the 
outset the project team has worked closely 
with DfES, DTI, DWP and HM Treasury 
(HMT) who have provided valuable data 
and information. Key agencies such as the 
LSC, Small Business Service (SBS), Ufi Ltd and 
the Qualifications and Curriculum Authority 
(QCA) also worked closely with the project 
team. Regional visits helped the team to gain 
an understanding of WfD arrangements at 
local level. A variety of workshop events were 



© Annex 1: The role of the Performance and 
Innovation Unit 

• Annex 2: The Project Team, Sponsor Minister, 
Advisory Group and Academic Panel 

• Annex 3: Definitions 

• Annex 4: Methodology 

• Annex 5: Organisations and people 
consulted 

• Annex 6: Glossary 
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• Annex 7: Bibliography 

• Annex 8; WfD performance targets 

• Annex 9: International comparisons 

• Annex 10: Devolved administrations 

• Annex 11: WfD initiatives 

• Annex 12: Further reading 

Annexes 8-12 are available on the PIU 
website: 

http : / / WWW. cabinet- 
office.gov.uk/innovation/2001/ 
workforce/report/index. html 



The second stage of the 
project will now get under way 

44. This publication does not mark the end 
of the PIU project on WfD. It represents a first 
stage proposing the broad elements of future 
strategy. In the next stage: 

• the PIU will consult widely within 
Government and beyond on the merits 
of specific proposals; 

• the Pre-Budget Report (PBR) and the 
Budget will take forward the Chancellor's 
Budget commitment to look at options for 
encouraging WfD; 

• the PIU will work with the Sponsor 
Minister and departmental colleagues in 
HMT DfES, DTI and DWP to ensure that 
WfD is fully considered in the 2002 
Spending Review; 

• the PIU will feed its further work into the 
LSC's national strategy for WfD, which the 
LSC is charged to produce by March 2002; 
and 

• the PIU will publish a second report in the 
summer of 2002 setting out in detail, in 
the light of the 2002 Spending Review, 
how the Government's policy will be taken 
forward and on what timescale. 
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Introduction 




THE IMPORTANCE OF WFD AND WHY WE NEED ACTION 



1 . 



Summary 

• WfD consists of activities which increase the capacity of individuals 
to participate effectively in the workforce, thereby improving their 
productivity and employability. 

• WfD has a crucial role to play in: 

helping to close the UK's productivity gap with its competitors; j 
contributing to social inclusion; and j 

- preparing the economy for the future. i 

i 

• The UK workforce is getting more qualified over time but still 

suffers from serious deficiencies in basic and intermediate skills. | 

Improvements in skills levels are not reaching those with lowest skills | 
fast enough. I 

• The UK needs not only to catch up with other industrial countries, 
but to forge ahead as skill needs continue to evolve. 



I Introduction 

45. The purpose of this chapter Is to: 

• define WfD; 

• explain why It matters both now and in 
the future; and 

• set out where the UK currently stands in 
terms of its skills base. 



f What is WfD? 

46, The definition of WfD adopted for the 
project: 

• is broader than training^ but narrower 
than education; 

• is part of but not the same as lifelong 
learning; 

• Is firmly grounded in business need; 



* In this paper we refer to 'training' where statistics, surveys, etc. also use this term. 




• encompasses forma! and Informal learning; 
and 

• focuses on those in or near the workforce, 

47. This suggests the following definition: 

"Workforce development consists of activities 
which increase the capacity of individuals to 
participate effectively in the workforce, thereby 
improving their productivity and employability " 

48. Definitions of related terms, e.g. training, 
education, lifelong learning, formal and 
informal learning and e-learning, can be 
found in Annex 3. 

49. This definition is based on a broad view 
of the activities that constitute WfD. Such 
activities can be formal or informal. Informal 
WfD is notoriously difficult to measure and 
evaluate; hence much of the evidence 
underlying this report focuses on formal 
activities. But informal development can be 
immensely significant both for individuals 
and employing organisations alike. 

50. Similarly, WfD is not a freestanding 
activity. In the workplace it must be seen 
as arising from the business needs of the 
organisation, the skills needed by employees 
and the basis of career progression by all. 



I Why does WfD matter? 

"He who stops being better, stops being good, 

Oliver Cromwell, Lord Protector of 
England 1653-58 

51, WfD has a crucial role to play In: 

• raising productivity; 



• increasing social inclusion; and 

• preparing the economy for the future. 

Raising productivity 

52. Human capital - the level of knowledge, 
skills and experience within the population - 
has been identified as one of five key drivers 
of productivity growth. Others include 
investment, innovation, enterprise and 
competition.** Increasing the stock of skills In 
an economy helps to Increase productivity 
in a number of ways. Higher skilled workers 
are more flexible, adaptable and innovative. 
As a consequence, they can cope better with 
change and they are better at implementing 
and getting the most from new technologies. 

lh<& yCl's pmdyetivitty peiriforinrtiarii©© Oags 
fc)©lhiiir2«di that ©f ©ttheir c©yinilUrD©s 

53. The UK's productivity performance, 
particularly labour productivity, lags behind 
other developed countries. Tackling this gap, 
illustrated in Figure 2 overleaf, is central to 
current UK economic, industrial and 
education policies,^ 

54. Explanations for the lower level of labour 
productivity in the UK include lower levels of 
capital employed, historic choices about 
business strategy and poor management 

as well as poor performance in WfD, The 
evidence suggests that: differences in 
physical capital account for a sizeable 
element of the UK's productivity gap with the 
US and Germany; differences in technological 
innovation explain the gap between the UK 
and the US; whereas skills are relatively more 
important in explaining the UK/German gap,^ 




Productivity In the UK: Progress towards a productive economy HM Treasury, March 2001 . 

The Government’s productivity strategy is explained in the following publications: Productivity in the UK: The Evidence and the 
CovarnmenVs Approach. HM Treasury. November 2000. Productivity in the UK: Progress towards a productive economy, op.cit, and 
Productivity in the UK: Enterprise and the Productivity Challenge. HM Treasury, iune 2001 . 

See, for example. M, O'Mahony, Britain's Productivity Performance 1950-1996: an International Perspective, NIESR 1999: R. Layard, 
S. McIntosh and A. Vjgnolos. Britain's Record on SA/y/s working paper 2001; N. Crafts and M. O’Mahony, A Perspective on UK 
Productivity Performance. 2001 . 
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Figure 2: Comparisons of productivity 2000 (UK = 100)' 
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55. There is a large research literature on the 
relationships between WfD, training, and 
beneficial effects on firms' and individuals' 
productivity; the latter measured by wages. 

A more detailed discussion of these studies 
can be found in the PIU analysis paper.® 



56, A recent UK study (see Figure 3) drawing 
on industry-level data on training and 
productivity established a significant positive 
relationship between levels of training and 
productivity performance. Higher levels of 
productivity were associated with higher 
rates of training at the industry level, the 
gains being shared between the firms and 
their employees. 



o 



E 

Ut 

o 




Figure 3: Who gains when workers train^ 

I This study used industry-level data on training and productivity, noting a number of | 

> measurement problems. It found that: j 

i • training significantly boosts productivity; 

j • the effect of training on productivity is around twice as great as the effect of training on 
I wages. Employees and firms share in the gains from employer-provided training; and 

• the results demonstrate a sizeable effect - e.g. raising the proportion of workers trained i 
in an industry by five percentage points (say from 10% to 15%) is associated with a | 

4 per cent increase in value-added per worker and a 1.6% increase in wages. j 



^ International Comparisons of Productivity. OECD. All data relates to 2000 except output per hour worked in France Is for 1999. 
“ htlp://www.cabinet-orfice.gov.uk/innovation/200l/workforce/development.shtml 
’ L. Dearden, H. Reed and J. van Reenen, Who Gains When Workers Train?. IPS. 2000. 
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57. Research shows that there are large 
positive effects on Individuals' earnings 
and employment rates from having better 
numeracy skills, specifically from achieving at 
least level 1 skills but also in acquiring entry 
level numeracy skills. For literacy, there is 
weaker and more mixed evidence of the 
relationship between literacy and labour 
market outcomes, although it remains 
positive.^® 

58. In terms of the economy as a whole, 
there Is a direct link between output and 
literacy: the higher the proportion of adults 
with high prose skills, the higher the GDP per 
capita. Furthermore, countries with wider 
economic inequality also have wider literacy 
inequality. A number of social benefits are 
linked to literacy skills, e,g. better health and 
longer life expectancy, and public and civic 
participation.'^ 

59. In terms of qualification levels, the private 
rates of return measured by earnings to 
vocational qualifications at level 3 have been 
found to be good and comparable with their 
academic equivalents (A level). Lower returns 
are experienced at level 2 and below with 
vocational qualifications yielding insignificant 
gains and being generally more variable than 
the academic equivalent (GCSE).'^ 

60. The NSTF'^ acknowledged the major 
difficulties in proving and quantifying the 
relationship between education and 
economic growth. The evidence on the 
relationship between training and economic 
performance at national and firm level is 



even weaker. The practical problems of 
research in this field should not be 
underestimated. However, there appears to 
be a growing consensus that human capital 
can explain observable differences in 
economic growth between countries and 
that benefits from investment in human 
capital, including WfD, accrue at firm and 
individual level. 



Box 1: Techno Terry 

Even popping in briefly a couple of days 
a week will dramatically Increase your 
abilities on the computer ~ as evidenced 
by our very own 'Techno Terry' 
Bloomfield, who only a few weeks ago 
asked where you put the coal in to keep 
the computers running, and is now 
sending e-mails to suppliers throughout 
the world. 

The Biliingsgate Oo$sip, newsletter of 
the Greater London Seafish Group 
Training Association 



Increasing social inclusion^^ 

61 . Stable work is a significant factor in lifting 
individuals and households out of poverty 
and social exclusion in both the short and 
long term - hence the Government's welfare 
to work policies to combat poverty and social 
exclusion. However, while "unemployment 
may cause social exclusion, employment does 
not ensure social inclusion; whether or not it 
does so depends on the quality of the work 
offered,,. People are excluded not Just because 




A good review of the latest research can be found In S. Mach in. S. McIntosh, A. Vignoles and T. Viltanen. Basic Skills, Soft Skills and 
Labour Market Outcomes: Secondary Analysis of the National Child Development Study. Cenwe for the Economics of Education. DfES 
Research Report No. 25, 2001 . 

" B, Pont and P, Werquin. Literacy in a thousand words, OECD Observer. October 2000. 

See. for example. L. Dearden, S, McIntosh. M. Myck and A, Vignoles. The Returns to Academic. Vocational and Basic Skills in Britain. 2000. 
** $k///s for All: Proposals for a National Skills Agenda, Final Report of the National Skills Task Force, 2000. 

” See, for example. The New Economy: Beyond the hype: OECD Growth Project. OECD 2001 , R. Blundell et al. The Returns from Education 
and Training to the Individual, the firm and the Economy: A Review of the Evidence, IFS, 1 999, and S. Mac hi n and A. Vignoles, The 
Economic Benents of Training to the Individual, the Firm and the Economy: the Key Issues, commissioned by the PIU, available at 
http://www.cabinet-office.gov.uk/innovation/2001 /workforce/CO DOC- rev 1.pdf 
“ Social inclusion is the avoidance of social exclusion. According to the Cabinet Office Social Exclusion Unit definition this is ”a 
shorthand term for what can happen when people or areas suffer from a combination of linked problems such as unemployment, 
poor skills, low incomes, poor housing, high crime environments, bad health and family breakdown''. 
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they are currently without a Job or income 
but because they have little prospects for 
the future, 

is S3 sttromigi fmh 

'i^yteralbiOoUjf Zo sintdl 

edlaoisalticatiniai ©r ©ttOiieir q|(U!aSQiraca2;Doin3s 

62. Studies” suggest that unemployment and 
low pay are extremely important indicators of 
exclusion, linked as they are to poor housing, 
poor health and fractured social relationships. 
There is a strong relationship between 
unemployment and level of qualifications 

as shown in Figure 4. 

WW eam) fecDlitiatl:© eDinipO0ya(bil]Dtt][f, 

©aireoir pro§r©ssi©(n) sTOiai omiofeoOBUy 

63. WfD can play a key role in assisting those 
with low skills to move out of low pay/no pay 



cycles by raising their skill levels and thus 
their chances of gaining higher paid, more 
stable and more rewarding work. There is a 
strong positive link between earnings and 
educational attainment across most 
Organisation for Economic Co-operation and 
Development (OECD) countries,’® Figure 5 
shows the position for the UK, 

64, A number of studies have sought to 
estimate the gains to individuals from WfD, 
focusing on Increases In wages. However, 
the returns from WfD vary by type of 
qualification obtained and other variables. 
Some of these studies are discussed in the 
PIU analysis paper,’® 



Figure 4: Unemployment rate by highest qualification (NVQ level equivalent) held 
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Source: Latx)ur Force Survey, England, Spring 2001 

Note: Full and part time employees of vi/orking age. Not seasonally adjusted 



A. B. Atkinson in A. B. Atkinson & J. Hills (eds) Exclusion, Employment & Opportunity. LSE Centre for the Analysis of Social Exclusion 
Paper 4, 1999. 

” T. Burchardt. J. Le Grand & D. Piachaud, 'Social exclusion in Britain', in Social Policy and Administration Z2(3). 1999. 

Education at a Glance: OEDC indicators, OECD, 2001 . 

http://www.cabinet-office.gov.uk/innov8tion/2001/workforce/development.shtml 
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Figure 5: Average gross weekly earnings by highest qualification 
(NVQ level equivalent) held 
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Source: Labour Force Survey, UK, Spring 2001 
Note: Full and part time employees of working age 



There are significant inequaSities 
in access to WfD 



"There is a strong correiation between 
participation in trainlr^ and level of 
education - a quarter of those with degrees 
questioned in surveys have typically 
participated in training in the preceding 4 
weeks compared to only 4% of those mdi 
no qualifications. The fink vifith earnings is 
equally stark - participation is twice as 
great tor those in the top earnings quartile 
as opposed to the lowest quartile . " 

S. Maehin and D. Wilkinson, 
Employee Trainii^ ~ Unequal Aeeea 
and Eeonomie Performanee, Institute 
for Public Policy Research, 1995 



65. The disparity in participation in job- 
related training is significant. Whilst 40% of 
those with degrees or higher participate in 
such training, only 6% of those without 
qualifications do so.” 

66. This unequal distribution of WfD 
opportunities is important because low 
achievement early in life is highly correlated 
with continuing low achievement in 
employment. There is a link between skill 
levels and extent of deprivation, which begins 
at school and is not reversed in later life: 

"Educational qualifications show a clear and 
strong relationship to every single adult measure 
of disadvantage at ages 23 and 33."^' 
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“ Participation in job-related training in the last 1 3 weeks. Labour Force Survey, Spring 2001 . 

*' J, Hobcraft. The Roles of Schooling and Educational Qualifications In the Emergence of Adult Social Exclusion, LSE Centre for the Analysis 
of Social Exclusion Paper 43. 2000. 
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67. Some groups are disproportionately likely 
to have low skills including the disabled, certain 
minority ethnic groups and older age groups.^^ 
There is conflicting evidence on whether 
'atypical workers'^^ receive less development or 
as much development as might be expected 
considering they work fewer hours and/or 
might frequently be In transition between jobs. 

Preparing the economy for the future 

The ^oricS of ^ork is ehasigirsg... 

68. Major changes are taking place in all 
industrialised countries and the pace of 
change requires a better skilled and more 
adaptable workforce able to work efficiently 
in all sectors and in all types of business. 
Some of these changes and their impact 
on work demands are: 

• globalisation - as technology breaks 
down geographical barriers, firms can 
operate on a wider scale and the market 
for skills expands beyond country 
boundaries; 

• technological innovation - requires a 
wide range of skills to bring new products 
and services to market and new skills to 
participate In the labour market; 

• customisation of goods and services 

- new technologies make it easier for 
customers to order to their specification. 
This has Implications for supply chain 
relationships and the degree of worker 
flexibility required; 

• improved access to information, 
primarily through new technologies 

- for both customers and employees 
creates new opportunities to develop; and 



• demographic change - the workforce 
Is ageing and includes more women, 
creating new needs for WfD at different 
stages In people's lives. 

69. Within this environment, the ability of 
those with low skills to participate will be 
severely restricted, therefore highlighting the 
need to focus attention on this group in the 
shorter term. 

... highlighting the need for an 
adaptable workforce... 

70. The workforce of the future will need to 
be adaptable, flexible, ICT literate and have 
the ability to learn. 

• Of UK firms seeking to improve product or 
service quality, 70% will require additional 
high performance skills such as 
teamworking and customer handling. 

• Net growth in employment over the last 
25 years has been in 'new jobs' such as 
design, finance and leisure services, which 
demand a different kind of intermediate or 
higher level skill than those associated with 
manufacturing, for example creativity and 
problem solving skills.^^ 

71 . Some indicators of the need for these 
new skills are illustrated in Figure 6. 

72. There is a large body of evidence on 
the growing shortage of IT skills, despite 
the current slowing of the economy (see 
Figure 7). This could have a significant impact 
in the future as IT skills become essential for 
participation in the labour market. 



** Overall, white students perform better at school than those from many minority ethnic groups, apart from those from Indian and 
‘Other'. With regard to the adult National Learning Targets, achievement amongst all minority ethnic groups exceeds achievement 
among white people, apart from the Pakistani and Bangladeshi groups, who continue to have very low levels of qualification - 
37% at level 3 compared with 46% for the white group. 

” This is the term used by the DTI to describe employees who work part time, on fixed term contracts or through employment 
agencies. 

National Skills Task Force Employer Survey. 

” Ibid, reaffirmed in the World Employment report 2001 Life at work In the Information economy, ILO, Geneva, 2001 . 
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Figure 6; Skills for the new economy 



Adaptability 



ICT skills 



Communication 
and customer 
care skills 



Percentage of managers in companies in the US and Europe j 

expected to change jobs in the next 36 months: 66%.^® 

Proportion of Jobs where employer expects worker to take 
responsibility to find better ways of doing the Job: 76%.^^ 

Proportion of workers who agree or strongly agree that their Job 
requires them to keep learning new things: 81%.^® 

Proportion of Jobs in which computers are essential or very 
important: 55% and rising. Only one third of workers in these Jobs 
think they have the computing skills to maximise Job | 

performance.^ I 

Proportion of Jobs in which internet use is essential or very I 

important: 24% and rising^^o 

Percentage of workers without access to computers or internet at 
home or work: 41% and falling.^^ 

Counselling, advising or caring for customers or clients is becoming 
more important and is now seen as essential or very important in 
51%ofJobs.®^ i 

i 

Of the 20% of firms reporting an internal skills gap, deficiencies in 
communication (54%) and customer care skills (51%) were most | 
commonly reported.^ 



Sources: See footnotes (all statistics relate to the UK with the exception of the first item listed) 



Figure 7: Shortage of teehnoIogicaS skills 



European 
Information 
Technology 
Observatory 
National Skills 
Task Force 
Employers' Survey 
( 2000 ) 



By 2003, the UK will be short of 620,000 IT professionals, 
with e-business being the hardest area to address. 



• Skills sought in connection with skill-related hard-to-fill 
vacancies in IT firms were overwhelmingly advanced technical 
79% vs practical/technical at 24%, which was the second 
highest category. 

• Technical skills also represented the highest area of need - 
44% - of hard-to-fill vacancies in all sectors. 
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“ M. Johnson, Winning the People Wars: Talent and the Battle for Human Capital, 2001 . 

” A. Felstead, D. Gallie and F. Green, Work Skills in Britain 2001, Department for Education and Skills, forthcoming in January 2002, 
Ibid. 

” Ibid. 

* Ibid. 

'Mouse In the House: the Role of Employer's in Providing Internet Access for AH', MORI and People PC, field research conducted in 
March 2001, report published June 2001. 

” A. Felstead et al. Work Skills in Britain 2001, op. cit. 

“ NSTF Employer Survey. 
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Box 2: Cisco Systems: e^leaming in practice 

Cisco provides its employees with access to a sophisticated e-leaming system to support 
the knowledge-sharing culture it seeks to create. The system relies on a combination of 
peer to peer networking and support, and flexible, quick-loading and easily searched 
content to help emplc^es access what they need to know, when they need to know ifc 
from their desks and laptops. 

•f s 

This approach to learning and information sharing blurs Oie lines between learning and 
work and between training, learning and information management making it difficult 
to measure training in traditional However, for Cisco, It has aeated efficiencies, 
increased employee satisfaction, and led to some important unintended consequences. 

The company's new approach to learning and knowledge sharing has: 

• reduced training and travel costs associated with training by 40-60%; 

• increased employee learning options by providing anytiiing-anytime-ar^here 
opporbinities; and 

• improved results as more confident employees are able to spend 40% more time with 
customers. 

Everyone's a learner and a trainerl 

Because the learning content is embedded within the company's comprehensive 
Information systems, existing content can be updated and redeployed by anyone with the 
most recent content knowledge* Individuals at all levels use the system to contribute to 
each other's effectiveness by adding new content as it is developed. Presentation, audio 
and video production, and communication skills used in content development are 
increasingly common skills sets amor^ Cisco employees. The in-house prufessiunal 
development experts ensure relevance and effectiveness and make it all engaging. 




... and imreasingly hlQh psrformam® 

73. Changes in skills will only lead to 
improvements in economic performance, 
competitiveness and living standards if 
organisations are able to make use of the 
enhanced knowledge and potential of their 
employees. There is strong evidence to suggest 
that adult skills that are not used on a regular 
basis tend to atrophy and may be lost.^ 

74. To make progress on the basis of enhanced 
skills across the board requires a move towards 
High Performance Working (HPW) practices 
which actively engage employees in shaping 



their own working environment and becoming 
self-directed learners. 

75. Evidence from the Chartered Institute of 
Personnel and Development (CIPD) indicates 
that companies which adopt and maintain 
HPW practices enjoy higher levels of 
productivity and should be better placed 
both to cope with change and to exploit 
technological or other innovation. 

76. What constitutes high performance will 
vary for different industries. HPW is an 
emerging organisational model, which is still 
being developed throughout the world. HPW 
practices include devolved decision-making. 



** H. Krahn, ’On the Permanence of Human Capital: Use it or Lose it'. Policy Optbns, 1997. 
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team working and autonomous working in 
non-hierarchical structures. It depends on 
high levels of skill and the ability to engage 
in lifelong learning. It also requires an 
environment in which there are high levels 
of trust, communication and Involvement. 

77. Fundamental to the success of HPW 
is the presence of workers who can 
demonstrate high levels of personal skill. 
However, it also requires management 
commitment and, in many cases, significant 
cultural change. Therefore it cannot be 
regarded as a quick or easy solution. 



Where does the UK stand in 
terms of its skill base? 

78. The UK is making progress in upskilling 
its workforce but it still has a comparatively 
large base of people lacking basic and 
intermediate skills. This may improve over 
time as the educational qualifications of 
future cohorts of younger workers increase. 



But economies are not static; the UK needs 
not only to catch up but also to keep up. 

Qualification levels are increasing 

"Where / work, at one time you could make it 
to Managing Director with no qualifications, 
if you had trouble at school or whatever, you 
were given a chance in industry to go right to 
the top. Now, I am as high as I will ever go in 
my industry, unless I go and do a degree or 
something like that. " 

MORI/focus group research for PIU 

79. Qualifications act as a proxy for skill levels 
by signalling achievement and motivation as 
well as indicating specific knowledge. Over 
the past 20 years there has been a significant 
increase in the general qualification level of 
the workforce. (See Figure 8.) 

80. The proportion of the workforce holding 
qualifications equivalent to National 
Vocational Qualifications (NVQ) level 4 or 
above has more than doubled since 1979 




Figure 8; Qualifications (NVQ level equivalent) of employees and self-employed 
people of working age 
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Source: Labour Force Survey, UK, Spring 2001 
Note: Employees and self-employed of working age 
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and a quarter of the workforce is now 
qualified to this level. 

81. The proportion holding no qualifications 
has declined dramatically. This increase has 
been driven predominantly by the rising 
attainment of young people entering the 
workforce^^ and increased participation in 
full-time education. 

82. However, the qualifications that people 
hold are only one indicator of skills. Other 
proxies for the skills of the employed 
workforce are the qualifications required by 
employers, the length of training time and 
learning time required before proficiency is 
attained. These proxy measures also show 
that the average skills of all those employed 
have been increasing. (See Figure 9.) 

83. Between 1986 and 1997, the proportion 
of jobs requiring some sort of qualification 
rose from 62% to 69%. The proportion of jobs 
requiring just a short time (less than one 
month) to achieve proficiency (for the most 
part relatively low-skilled jobs) fell from 27% 
to 21%. A recent survey shows that, according 



to most measures, the skill level of jobs has 
continued to increase in the last four years.^’ 

But there i$ a widespread lack of basic 
skills and qualifications 

84. Over 20% of adults in the UK have poor 
literacy and numeracy skills^® (see Figure 10). 
While this is a similar figure to that in the US, 
it compares badly with many European 
countries.^® This low level of basic skills has a 
negative impact on the UK economy and on 
the welfare of the individuals concerned. The 
Government has made improving basic skills 
a priority, with the ultimate goal of achieving 
the best numeracy and literacy rates in the 
world for the UK. 

85. Basic skills can be measured using tests 
devised by the Adult Basic Skills Strategy Unit. 
A level 1 test is equivalent to the literacy and 
numeracy skills expected of an 1 1 -year-old 
and Includes such tasks as identifying the 
main points and specific details in a text, or 
recognising and using fractions, decimals and 
percentages. A level 2 test is equivalent to the 
basic skills required of someone gaining a 



Figure 9: Measure of job skill trends 
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Source: F. Green, D. Ashton, B. Bun:heH, B. Davies and A. Felstead (2000)^ 
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” Skills for All: Research Report from the National Skills Taskforce. 2000. 

“ L. Borghans and A. de Grip, Are British Workers Getting More Skilled? The Over-Educated Worker? The Economics of Skill Utilisation. 
” A. Felstead et al. Work Skills In Britain 2001, op, dt. 

“ A Fresh Start: Improving Literacy and Numeracy Report of the Working Oroup chaired by Sir Claus Moser, DfEE, 1999. 

” International Adult Literacy Survey, OECD. 2000. 
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GCSE at grade C or above. Basic skills can be 
obtained at the standard of level 1 or level 2. 

86. At present, the Government has a target 
"to reduce the overall number of adults who 
have difficulty with literacy or numeracy by 
750,000 by 2004". It is expected that over 
a quarter of this target will achieve entry 
level skills^® and the rest will achieve level 1 
and above. 



87. Since the Adult Basic Skills Strategy, Skills 
for Life, was launched in March 2001 by the 
Prime Minister, much progress has been 
made. Since March, at least 70,000 learners 
have been helped to acquire basic skills, of 
whom 1 ,250 have passed the new national 
tests in literacy and numeracy. And to 
stimulate further demand, a national 
promotional campaign was launched resulting 



Figure 10; Adult basic skills problems 

• 7 million adults do not have literacy and numeracy skills at a level 2 standard. This means 
that one in five adults do not have the basic skills to perform simple everyday tasks, 

• Individuals with basic skills problems are up to five times more likely to be unemplo^d"^^ 
and far more likely to work in low paid, low skill jobs, 

• Poor basic skills add to business costs^^ (becau^ of the need for additional supervisory siaff, 
higher error rates, etc.) and may also have wider social con^quences^^ (e.g, poor health)^. 



Figure 11; Percentage of the workforce with at least level 2 and at least level 3 

90t 




Level 2+ Level 3+ 

■ Vocational □ General education 

Source: Steedman (1999)*^ 
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For instance, the ability to recognise and name common shapes such as rectangles, circles, cubes, etc or to organise writing into 
short paragraphs. 

Machin et al, Basic Skills, Soft Skills and Labour Market Outcomes, op. cit. 

Gallup Survey cited in A Fresh Start, op. ciL 

Skills for Life: the National Strategy for Improving Adult Literacy and Numeracy Skills, DfEE, March 2001 . 

These have a combined cost in the order of E15bn but such figures are inevitably surrounded by a margin of error. 

Updating of Skills Audit Data, Provisional interim report to the DfEE/LSE Centre for Economic Performance 1998, reproduced in Skills 
for All: Research Report, op. cit. 
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in 50,000 adults calling a national telephone 
hotline for information about courses. 

88. These are vital improvements because 
the poor basic skills of many adults are a 
substantial barrier to the take-up of further 
WfD opportunities. Without good literacy 
and numeracy skills, individuals are unlikely 
to be able to engage in other skills 
development. 

89. As noted by the NSTF Research Paper, 
the gap in qualification levels between the 
UK and France and Germany is particularly 
significant for vocational qualifications 
(see Figure 11). 

Despite recent improvements in 
performance, the UK seems likely 
to continue to lag behind other 
countries... 

90. Figure 12 shows the proportions of 
young age groups holding qualifications at 
level 2 and above, and level 3 and above. 
The UK lags behind mainly for the 
25-28-year-old age group. 



91 . Workers in France and Germany 
undertake significant WfD after the age of 
21 in order to achieve level 2 and level 3 
qualifications. This is not the case in the UK. 
British workers who do not achieve level 2 or 
3 prior to reaching the age of 21 are less 
likely to make up for this in later life than 
their counterparts in France and Germany. 

The least well qualified, older 
employees and those working in small 
firms are least likely to participate 
in training 

92. As Figure 13 shows, participation in 
training is almost five times greater for those 
with degrees and professional qualifications 
(level 4 and 5) than for those with no 
qualifications. This pattern is also reflected in 
the distribution by occupation: almost 30% 
of employees in 'professional' occupations 
participate in training, compared with 14% 
in clerical and secretarial, 12% in craft and 
related, and 7% for plant and machine 
operatives.^® 



Figure 12; Comparisons of qualifications at level 2+ and level 3+ in the UK, France 
and Germany (% of relevant age group) 
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Skills for all: Research Report op. cit. 
Updating of Skills Audit Data, op. cit. 
Labour Force Survey, DfEE. Spring 2000. 
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Figure 13: Percentage of employees receiving job-related training by highest 
qualification (NVQ level equivalent) 
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Source: Labour Force Survey, England, Spring 2001 
Notes: Full and part time employees of working age 
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Source: Labour Force Survey, England, Spring 2001 
Note: Full and part time employees of working age 
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Figure 15: Percentage of employers providing training 
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Source: Steadman (1999)*^ 



93. Young people aged 16-24 are more than 
twice as likely to participate in training as 
workers aged 50-64 (see Figure 14). Yet the 
need for better skills can be just as relevant 
for older workers. 

TSuer® is a proislem m 

small firms 

94. The proportion of employees receiving 
training increases with establishment size, 
with relatively low levels of training 
undertaken in businesses with up to 25 
employees. Figure 1 5 provides a summary of 
training by size of establishment.^® 



95. Firms with fewer than 25 employees are 
significantly less likely to provide training, yet 
1 1% of the UK workforce Is employed by 
such businesses.^ This reinforces the poorer 
chances for lower-skilled employees to upskill 
since approximately 50% of those without 
level 2 are estimated to be employed in firms 
with fewer than 50 employees.®’ 
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** Learning and Training at Work, DfEE, 2000. 

“ Small and Medium enterprises (SMEs) statistics for the UK 2000, Small Business Service. 
Labour Force Survey, op. cit. 
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( 4. WHAT'S PREVENTING THE UK RAISING ITS GAME 1 
ON SKILLS? 



Sumitiary 






There is no singie factor underlying the problems of WfD in the 
UK but a combination of economic, social, historical and cultural 
influences. 

In combination, market. Government and other failures may create 
systemic failures such as a low skills equilibrium' which traps botii 
individuals and employers in a low sldll/low expectation cycle. 

Insufficient levels of investment for at least some groups of workers 
are caused by market failures that impair the efficient operation of 
the market in WfD. 

Government failures ranging from overcomplicated structures to sub> 
optimat funding mechanisms have compounded these market failures. 

Given the complex nature of the factors underpinning WfD and 
their interrelationships, it is unlikely that any single initiative can 
have a significant impact on engaging individuals and employers. 

An integrated approach addressing both the demand and supply 
sides within a supportive Government framework is required. 

The way forward is a demand-led system for all. There Is a strong case 
for Government intervention to enable the lower skilled to participate 
and progress within this system. The Government should prioritise the 
lowest skilled, and the long term aim should be to ensure that all 
adults have the opportunity to achieve a level 2 as a springboard to 
further progress. 



ERIC 



32 




31 



What's preventing the UK raising its game on skills? 





Introduction 

96. There is no single factor underlying the 
problems identified in the previous chapter 
but a complex mix of economic, social, 
historical and cultural influences. WfD has a 
number of unique characteristics: 

• WfD tends to be a long and uncertain 
process, the benefits of which are often 
hard to quantify, particularly in the shorter 
term, but there is evidence of economic 
and social gains. 

• The behaviour of people involved, including 
those receiving training, is often strongly 
affected by the social and cultural context. 

• Most WfD has to take place in or around 
the workplace, so whether it takes place 
depends on the culture, business strategy, 
size, and type of firms or organisations 
where people work. Informal learning 

in particular is closely linked to specific 
workplaces and processes. 



• WfD requires a relatively long term 
perspective, which does not always fit well 
with the culture of small businesses, the 
requirements of shareholders for returns, 
the competing pressures on individuals' 
time or the time horizons of policy makers. 

97. This chapter sets out: 

• the manifestations of failings in the WfD 
system; 

• the role of culture, market failure and 
Government failure; and 

• the implications for developing a new 
approach to WfD. 



A low skill/low wage trap is 
symptomatic of many 
failures... 

98. Many factors combine to create the WfD 
problems identified in the previous chapter, 
including cultural factors, market and 
Government failures. When these factors 



Figure 16 : The low skill/low wage equilibrium 



Workers perceive little 
benefit in upskilling 




Employers perceive low 
supply of skilled workers 
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Employers opt for low value 
products and low skilled 
methods of production 
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positioning that require 
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combine they may result in a 'low skills 
equilibrium',” a vicious circle of low 
productivity and low supply of skilled 
workers, as illustrated by Figure 16. 

99. Though the 'low skills equilibrium' is not a 
true representation of all sectors of the UK 
economy, and is, in part, an exaggeration of 
the actual situation,” it provides helpful 
conceptual insights, including recognition that 
innovation in products and processes may be 
discouraged by perceptions of skill shortages. 

100. This model also highlights the issue of 
'path dependency': once managers adopt a 
strategy based on a given skill level, it is not 
easy to adopt a different strategy. Indeed if a 
previous strategy based on low skills has been 
successful, management may be reluctant to 
develop new or enhanced strategies even if a 
skilled workforce is available. 

101 . A survey undertaken by the NSTF found 
that roughly half the employers surveyed 
foresaw skills-related problems If they sought to 
respond to competitive market pressures by 
developing higher value-added product 
strategies. Case studies carried out for the NSTF 
indicated that if companies attempted to move 
towards higher value-added strategies without 
complementary changes to human resource 
strategies, latent skills gaps would be revealed. 

102. Once locked into a particular path, 
it may be difficult to change even if the 
economy as a whole would benefit from 
doing so. The rest of this chapter explores 
the factors that may contribute to the 
development of a low skills equilibrium and 
the problems that Government needs to 
address in overcoming it. 



Cultural factors - attitudes of 
employers and individuals 

WfD does not lie at the heart of 
business strategies 

103. For employers, development is a derived 
need - employers develop their staff because 
they believe it will help them achieve their 
business objectives. This suggests that an 
effective way to stimulate demand for 
development in businesses is through 
encouraging greater ambition in the 
planning process, the adoption of best 
practice, and the pursuit of high value-added 
and innovative product strategies that need 
staff capable of delivering them. 

104. However, the NSTF's research suggests 
that skills tend to be neglected when 
employers are formulating their business 
strategies. Whilst 60% of businesses have 
business plans, only 39% have training plans 
and only 24% have human resource (HR) 
plans” indicating the limited extent to which 
training and skills issues are integrated into 
senior management planning.” 

105. Many businesses do develop their staff. 
Employers reported spending £23bn on 
training during a 12-month period in 
1999-2000. This figure includes 
approximately £l0bn of labour costs 

(a measure of the time employers spend on 
training). And it includes all types of training 
including induction and health and safety 
training.” But without a link to business 
strategy, or to relevant accredited training, 
the effectiveness of such development may be 
undermined. There are a number of barriers 
which prevent organisations making this link: 



o 



o 




” As described in D. Finegold and D. Soskice. The Failure of Training in Britain: Analysis and Prescription, Oxford Review of Economic 
Policy 4(3), 1988. 

” The empirical evidence of a low-skills equilibrium in the UK is yet to be established. See Anticipating Future Skill Needs: Can it be done? 

Should it be done? Skills Task Force Research Report paper 1 . 

^ D. Spilsbury. Learning and Training at Work, IFF Research commissioned by DfEE, 2000. 

“ ”...the Task Force's research suggests that skills tend to be a neglected issue when employers are formulating their business 
strategies", NSTF Research paper 15, Employer Attitudes Towards Adult Training. 

*• Learning and Training at Work, IFF Research commissioned by DfEE, 2000. 
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• WfD (a subset of wider human resource 
management) is often seen at best as 
one of many elements competing for 
management attention. WfD is only 
one of the potential tools available to firms 
(outsourcing, new purchasing 
arrangements and automation are others) 
for improving productivity performance. 

• UK managers indicate a significant degree 
of risk aversion relative to other 
countries.” The extent to which this affects 
the ambition of business plans is a matter 
for speculation but it is a widely held 
opinion that the UK's cultural bias^ leans 
towards short termism and risk aversion 

in planning. 

• The most effective WfD is embedded in 
company culture. A culture that values 
development is more likely to maintain 
higher level, better quality and broader 
development opportunities. Aspirational 
models for companies, including HPW or 
The Learning Organisation' (see Annex 3 
for definitions) or IIP, are all about 
Implementing such a culture. Many British 
companies would find it difficult to adopt 
these models without significant change. 

• Management and leadership skills 

and expertise are essential for achieving 
enterprising cultures, innovation, growth 
and success, all of which underpin the 



successful development of the UK economy. 
The impact of poor management can 
be seen in Figure 17. DfES and DTI have 
responded to this issue by establishing 
The Council for Excellence In Management 
and Leadership (CEML) which is tasked 
with developing a national management 
strategy. 

• Small and medium enterprises 
(SMEs) have distinctive needs which 
may not be addressed by the standard 
business qualifications available within the 
further and higher education system. 

While the issues are likely to be similar, 
the timing and type of management 
training required by the typical SME will 
be closely related to the business lifecycle, 
the changing size of the organisation and 
the need to address immediate business 
problems. A number of providers are 
currently working to offer flexible provision 
more suited to SME needs. 

106. The public sector has a strong record of 
providing a wide range of employees with 
frequent development opportunities.^® The 
diversity of the sector leads to organisations 
with different purposes, cultures and 
approaches to WfD. The public sector has the 
potential to act as a role model for WfD and 
is already doing so in terms of requirements 
to achieve liP accreditation and the adoption 
of the Charter Mark scheme. 



Figure 17: The cost of a bad boss 

58% of senior and mid*ievet managers reported that they have worked for an 
underperformer How did this affect them? 

• prevented me from learning 76% 

i • hurt my career development 81 % 

I • prevented me from making a larger contribution to the bottom line 82% 

I 

i • made me want to leave the company 86% 



Source: McKinsey’s 'War for Talent' survey of 6.500 senior and mid-level managers at 35 large US companies. 2000 
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” UK Competitiveness Indicators: Second Edition, DTI. Feb. 2001 , 

“ Motivation for WfD: The Role of National Culture. David Guest. The Management Centre. King's College. London. Published on PIU 
website (w\ww,cablnet*office,gov,uk/lnnovatlon/2001/workforce/development,shtml) 

” The Employee Relations Survey (1998) revealed that 70% of the public sector staff interviewed had had some development during 
the past 1 2 months. 
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107. The voluntary sector is small in terms of 
numbers of employees (485,000 workers 
which amount to the equivalent of 31 9,000 
full-time posts). However, less than a quarter 
of the 135,000 general charities in the UK 
employ paid staff. This means that the vast 
majority of organisations rely solely on 
voluntary workers. WfD for this group poses 
a very particular set of challenges. However, 
WfD is becoming more important for this 
sector as its role expands and it takes on work 
carried out in the past by the public sector. 

108. It is also important to consider the 
interaction with: 

• business regulation: some regulations 
may have beneficial consequences for skills 
development. For example, recent 
regulations requiring care home workers 
to have a minimum level of skill will 
encourage development. The Low Pay 
Commission is researching the extent to 
which the introduction of the National 
Minimum Wage (NMW) may have 
encouraged employers to Invest more in 
the training of their workforce.®® Others 
may have unintended side effects and these 



effects need to be built Into the design of 
policy options and into subsequent work on 
the evaluation of impacts; 

e Inward Investment: skill development 
can incentivise inward investment or be 
part of the conditions for Government 
support; and 

• sectoral policy: e.g. transitional 
arrangements for declining sectors and 
support for the development of strategic 
skills for the future. 

Many individuals lack the motivation 
to learn 

109. The National Adult Learning Survey 
(NALS)®^ provides some insights into adults' 
attitudes to learning (see Figure 18). The 
survey has a fairly broad scope, defining a 
learner as someone who has taken part in at 
least one taught or non-taught learning 
activity within the past three years. These 
results give an insight into attitudes to WfD, 
even though NALS is not exclusively 
concerned with learning linked to work. 

They reveal how little motivation many 
individuals have to participate in any activity 



Figure 18: Key statistics from NALS 1997®^ 

• 74% of adults aged 1 6-69, who have left full-time education, say th^ have undertakan sorm 
form of learning in the last three years, m since leaving full time education if mere recent 
Learnas tend to be male; younger; In non-manual occupations; to have stayed in full time 
continuous education longer; and to f^ve left full time education with h^her qualifications. 

• 24% of adults say that tiiey have not undertaken any kind of learning in the past three 
years - 'non-learners' tend to be aged 50 or over; looking after the home or family; 
retired; or unable to work because of long term sickness. Most have left school with few 
qualifications. 

• 50% of those who say they have done no learning In tte previous ten years say titat 
nothing would encourage them to learn. 

• Even 49% of non-learners who enjoyed full time education a great deal say that nothing 
would encourage them to learn. 

“ “Overall the minimum wage had a modest positive effect on training" (Third report of Low Pay Commission para 3.111 Vol 1, 

March 01) 

The forthcoming NALS 2001 results are not expected to show a significant change on these statistics. 

“ NALS 1997 defines a 'learner' as someone who has taken part in at least one taught or non-taught learning activity within the past 

three years (although individuals are learning all the time). 
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through which they may learn new skills or 
acquire new knowledge. They also reveal the 
reasons why many Individuals do not 
participate in such activities. 

110. Prime reasons for non-participation in 
learning Include a preference to spend free 
time doing other things, family commitments 
and work pressures. In addition, individuals 
who have difficulty with literacy or numeracy 
are often reluctant to admit that they have a 
problem. They may avoid situations where 
their weaknesses would be exposed:®^ 

"It's a bit embarrassing when they come home 
and say 'oh, how do you spell this or how do 
you do this maths' and you haven't got a clue. " 

Low income mothei^^ 

111. Government cannot compel individuals 
to learn. Enhancing motivation®^ must 
underpin all policy in this area, for employers 
and individuals alike. Psychological barriers to 
learning inhibit the motivation to develop, 
irrespective of whether other practical barriers, 
such as childcare, transport costs and access to 
information, have been overcome.®® Removal 
of any possible financial barriers is only part of 
the solution to stimulating demand. 

112. Levels of motivation amongst individuals 
are not static. The quality of the learning 
experience and employment can impact on 
motivation levels across the workforce and 
over time. If levels of motivation are 
weakened by poor experiences or through 
insufficient rewards, then demotivation®^ will 



occur and motivation will be harder the next 
time around. Often the low skilled have had 
negative experiences of training, education 
and employment starting from school. From 
this perspective. It is rational not to engage 
in any activity that may lead to further failure 
or difficulty.®® 



r Market failures 

Returns go beyond individuals and 
employers ('externalities')... 

113. The benefits of education and training are, 
in large part, captured by individuals through 
increased earnings and by firms through 
increased productivity. But the benefits for 
society as a whole can be even greater since 
numeracy, literacy and other key skills 
contribute generally to economic performance. 

114. Since these so-called 'positive 
externalities' of WfD are shared widely, 
individuals' and firms' decisions to train may 
fail to take full account of them, leading to 
underinvestment In WfD from the point of 
view of society as a whole. 

115. There are various reasons why the 
benefits of education and training to the 
economy as a whole (the social returns) may 
exceed the private returns obtained by 
individuals and firms. Most obviously, there 
are benefits to society from having a better 
educated and literate population, e.g. in 
terms of democratic participation and social 



“ St///s /or Life: the National Strategy for Improving Adult Lit&^acy and Numeracy Skills, DfES, 2001 . 

Project Railway Oppc^unities for a Learning Magazine, The Campaign for Learning, 1 998. 

•* Motivation generally refers to an inner drive, goal or the act or instance that drives you to do something, but psychologists define 
it as 'the process that arouses, or sustains and regulates, human behaviour*. \Mthin this, motivation can be extrinsic (social, in order 
to gain social acceptance such as pleasing the trainer or the boss, or being one of the in-crowd; or instrumental, in order to gain a 
tangible reward or avoid negative consequences) or intrinsic (curiosity, interest and satisfaction for its own sake or autonomy), for 
example, the desire to succeed - ’Tm not going to let this beat me". Intrinsic motivation is perceived as being far more effective and 
powerful. 

“ Research undertaken on barriers to learning during the development of Individual Learning Accounts suggested that a complex mix 
of emotional and practical barriers exist for individuals in different circumstances. There is a tack of robust information on the 
significance of single factor barriers and the numbers that might be motivated by their removal. 

" A qualitative study in a disadvantaged neighbourhood in Northern England found only a small minority had no education or training 
since leaving school, but that multiple faaors discouraged consistent commitment: T. Burden and J. Konrad, Successful futures? 
Community views of adult education and training. 2000. 

“ S. McIntosh and H. Steadman, 'Learning in the workplace: some international comparisons'. 2001 , found that the majority of low 
skilled workers do not perceive the relevance of training because their jobs do not require literacy skills. 




cohesion. But there is also evidence of 
positive effects on productivity, e.g. higher 
educated individuals improving the 
productivity of their colleagues. Other 
benefits are the ability of better trained 
individuals to respond more quickly to 
change and to be more adaptable. 



These arguments provide an important 
justification for public support for the 
development of the workforce. However, 
there are, in practice, numerous difficulties in 
quantifying the precise scale of such effects. 




Box 3: A shortage of heating engineers 

There are about 94,000 registered gas installers in the UK, of whom 66,000 are quaiiTied to 
fit gas central heating. Most of these instalters were trained by British Gas, which used to 
train about 1,000 skilled staff a year under its apprenticeship scheme. Since privatisation in 
1986 there has been a general reluctance within the industry to train new staff in such 
large numbers. This has two main roots: 

• Almost half of all those employed are in very small companies, many of them being 
sole traders without the inclination or Confidence to grow. 

• Those companies which are large enough to consider investing in training cite fears of 
poaching as the greatest disincentive. 

This lack of training over the past 15 years means that there are few young people 
employed in the industry, with the age profile skewed towards those of 40+ and even 50+. 
Some 30,000 installers could retire in the next five years. Problems are set to increase in 
the future as the Health and Safe^ Executive introduces a new safety qualification that is 
more rigorous and expensive than the current NVQ requirements for CORGI registration 
and renewal. CORGI estimates a 7-10% drop-out of registration by those who can’t or 
don't want to qualify under the new scheme. Some estimates are more pessimistic, 
warning that, together with the age profile, as many as 30% of instaiiers may decide to 
retire when their current certification expires - l.e. within the next three to four years. 

This shortage has severe Implications, not least for projects such as DEFRA's Home Energy 
Efficiency Scheme (HEES) and Transco's Affordable Warmth Programme, vyhich seek tx> 
relieve fuel poverty and upgrade social housing. The longer term impact on prices across 
the market is also cause for significant concern. 

Cunent measures to address the situation include: 

• a national training programme initiated by HEES to train 800 new engineers for the 
scheme during 2001-02; 

• DWP training programmes such as re-training semi-skilled staff being released by Corus; 
and 

• work to promote the career to young people in technical colleges through a tailored NVQ. 

Sourte: Min^ehal group on fuel poverty, MCFP(01)04, DSFRA and DTI, July 2001 
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... and there i$ a widespread 
perception that skilled staff are in 
danger of being poached 

"Over the years you get a bit more cynical ... you 
take these people on for the first few years when 
you start and yes we'll train them and It will be 
wonderful and they all get pinched and they go 
off and get better Jobs and as the years go by 
you think 'What's the point?' Why go to the 
trouble of giving them the time off, pay for them 
to be trained and then a year later they are off 
somewhere else? 

Employer, less than five employees, PIU 
focus group, 2001 

'7 invest In my employees. I understand that they 
may get a better Job somewhere else, but at least 
they are better employees while I have them. Do I 
really want an untrained person sticking around?" 

Owner/BVIanager, PIU focus group, 

2001 

116. Many skills are transferable and 
employees are mobile. The loss of employees 
once trained is a key concern for SMEs. 

Many owner managers cite risk of poaching 
as a factor in their decision making process. 
SMEs may be able to afford to train staff but 
not to pay an immediate premium for the 
training. Another employer can offer a small 
premium in pay and 'poach' their ready- 
trained employees. In addition, promotion 
prospects may be more limited in SMEs 
forcing employees to move jobs to progress. 



117. Available evidence on poaching is mixed 
- there is evidence to show that increased 
training can lead to improved rates of 
retention of existing stafP and evidence to 
the contrary, particularly for small firms.^’ 

On balance, the evidence suggests that 
training increases retention slightly, especially 
where the employer pays for the training. 
Thus, widespread concerns about poaching 
are not always Justified by the evidence. 
However, employer perceptions and 
experience may discourage SMEs from 
investing in training their workforce. 

Imperfect information is pervasive and 
affects the decisions and choices made 
by individuals, employers and suppliers,.. 

118. Good quality Information is needed 
because individuals and firms need to be 
aware of the benefits of WfD In order to make 
sound choices based on the expected returns. 
For this to happen all parties need easy and 
low cost ways of accessing Information. 

Currerat Iraf^rmatiora, and 

(lAG) services 
both for individuals... 

119. Good quality lAG is recognised by the 
NSTF^^ as essential to effective WfD, and to 
creating and sustaining motivation for 
individuals to learn. lAG for adults has, over 
many years, had fairly low aspirations and is 
perceived to have been relatively poorly 



Figure 19: Existing lAG provision 

Existing public lAG provision includes:^® 

• the leamdireet national helpline and website; 

• 75 local lAG partnerships, bringing together diverse providers of lAG in local areas, 
including Jobcentre Plus and Connexions; and 

• other web-based resources such as Worktrain. 



•* http://www.cabinet-office.gov.uk/innovatlon/200l/workforce/developmentshtml (for further details). 

L. Dearden et al, Latx)ur turnover and work-related training, IPS, May 1997. 

” D. Storey, Human Resources Management Policies and Practices in SMEs in the UK, Wanwick Business School, Nov. 1999. 

” The NSTF found that stimulating informed demand for learning amongst individuals comprises four key components, including 
providing access to information on future job and career opportunities and relevant learning provision, and providing access to 
advice and guidance to help them interpret the information. 
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funded, particularly when compared with 
arrangements for young people, 

1 20. DfES has recently taken action to start 
to improve provision by joining up services at 
a local level, but some problems remain:’^ 

• the quality of local services is variable 
and depends on the skills of the lAG 
partnership co-ordinator, the co-operation 
of local partners and the existing lAG 
services in an area; 

• learndirect, the national learning advice 
line, and lAG partnerships do not always 
work together as effectively as they might. 
Greater clarity about their respective 
roles would help to underpin the 
complementarity of the services and also 
help secure a more effective referral of 
clients between the two; and 

• the large number of local lAG brands results 
in publicity that lacks impact and has the 
potential to cause confusion amongst 
customers, making access difficult. 

121. The original design for lAG partnerships 
focused primarily on reaching those with low 
skills and labour market returners and did not 
focus more widely on the needs of employers 
or WfD. 

122. Research’^ shows that individuals tend 
to consider their employer as a primary 
source of information and advice about 
learning and development opportunities. 

The Union Learning Fund (ULF) has reported 
success to date in providing advice in the 
workplace; the challenge now is to provide 



similar services in the large number of small 
organisations that tend to be non-unionised. 

123. For customers, availability of information 
about quality is not always easy to access. 
While inspection reports are available to the 
public, there is no readily available source of 
information on individual courses, their 
success rates in terms of achieving 
qualifications and subsequently helping 
students into employment, or helping them 
to make progress in their careers. 

... and employers 

124. The principal means of providing 
publicly-funded business advice and 
guidance to SMEs is the new Business Link 
network overseen by the Small Business 
Service (SBS), which started operating in 
April 2001. Other, primarily web-based 
initiatives, such as learndirect, provide WfD 
and training information on-line.’® 

125. But: 

• penetration is poor - Business Links 
reached 7.1% of businesses in England 
between April and September 2001 

• many employers see the services provided 
as confusing and fragmented; and 

• employers value the importance of 
independent advice from organisations 
not wishing to 'sell' their own products.” 
This is a potential problem for both 
Business Links and learndirect, although 
it could also be regarded as an 
opportunity for both to work with SBS 

to develop more tailored solutions. 




” Evaluation of Local Adult Information. Advice and Guidance Services. DfEE Research report 241, National Foundation for Educational 
Research, November 2000. 

27% of adults gave their employer as first place to seek advice on education and training. Alloway and Nelson, Advice and Guidance 
to Individuals: a study for the Manpower Services Commission. UDACE/NIACE. 1 986. 

” Ufi Ltd's 2001-02 target for SME engagement Is 1 2,000 SMEs. and current progress of 1 1.500 against this suggests that it will be 
exceeded. Future targets are under discussion but learndirect expects to increase substantially its penetration of the SME market 
over the coming years. 

Business Links management information, quarters 1 and 2 of 2001/02. 

” PIL) Employer focus group. 
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126. An alternative source of business 
information and support for micro businesses 
is provided by the enterprise agencies of 
which there are 160. These are charitable 
bodies serving local communities. During 
2000, these agencies supported 
approximately 45,000 micro businesses and 
20,300 start-ups. 

127. Employers also use private sector 
sources of advice such as banks, accountants 
and solicitors. These sources may not offer 
specific advice regarding the role of WfD in 
developing a business, although they have 
the potential to act as gateways to such 
information. The Small Firms Enterprise 
Development Initiative (SFEDI) has developed 
a range of business support materials for use 
by such business advisers working with SMEs. 

Busiraess ar® weak,,, 

128. DTI estimates there are over 500 
business networks in the UK (covering more 
than 180,000 companies) involved in a wide 
range of activities. These range from networks 
established to address specific, short term 
problems to long term collaborative 
arrangements. The SBS, through Its Best 
Practices Services (CONNECT, Benchmark 
Index and Inside UK Enterprise) works with 
many intermediaries, including its Business 
Links operators, private consultancy, 
accountants, etc., offering a further delivery 
mechanism for the WfD message. 



129. Networks offer businesses a wide range 
of opportunities, including scope for 
collaboration in the provision of WfD 
through: 

• information sharing and mutual 
encouragement; 

• collaboration on particular tasks or 
business projects; 

• collaboration on negotiating with 
providers of development; and 

• collaboration on research and 
development and leveraging external 
support. 

130. The principle behind networking is to 
encourage self-help and peer-group support 
and learning (see Figure 20). Networks, 
however, can also enable Government to 
tap into large numbers of companies 
relatively easily. 

131. Business networks In the UK are 
perceived to be poor, with limited 
penetration or involvement, particularly of 
smaller firms. Reasons for this failure include 

a lack of leadership, funding, pressure of time 
and resources, and a perceived (or actual) 
lack of value. 

132. Involvement in networks seems, however, 
to be growing with a recent CBI survey^® 
showing three-quarters of companies had 
been involved in collaborative projects during 



Figure 20: Group Training Associations 



Good examples of effective training networks are in the construction and engineering 
Industrie and through Group Training Associations, These associations g^erally act as 
training providers for specific industries such as the seafish industry. They can help to 
overcome the barrier to WfD posed by the small size of many firms, but appear best 
suited to industries that are cohesive and have funding available to support the network 
(e.g. through levies). 
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The term 'network' is used to describe a collection of businesses and other organisations that meet and interact, with reasonable 
regularity, on subjects of mutual Interest. These networks begin for many reasons and are often sponsored by a host organisation. 
Source - DTI. 

” A Question of Culture, Collaborative Innovation in UK Business, CBI, Feb. 2001. 




the preceding three years. However, much of 
this activity is not directly related to WfD. 

133. Government interventions to date have 
been patchy. Employer Learning Networks 
established by the DTI and DfES have 
reported success but they are still primarily 
pilot projects. The recent creation of the 
Sector Skills Councils (SSCs) has the potential 
to establish strong sectoral networks at 
national level. 

... fragmeMed 

134. The UK has a large range of institutions 
which connect with businesses and provide a 
variety of services, including some related to 
WfD. Some are privately funded, others 
Government funded. Institutions can be a 
positive force for promoting best practice 
and WfD to their members as well as 
representing members' views on such issues 
to Government. 

135. Membership based Institutions in the 
UK have been found to be fragmented and 
Inefficient®® with around 1,600 trade 
associations In existence making it difficult for 
Government to hear a representative voice 
from employers. UK membership data is 
patchy but PIU research suggests that as 
many as 2 million companies (mostly sole 
traders and partnerships) are not members 

of any organisation.®’ 

136. Most European countries have a 
stronger network of employer organisations, 
underpinned by statutory arrangements,®^ 
which are Important contributors to the WfD 
system. The strength of such networks Is 
partially thought to result from the greater 
prevalence of collective bargaining.®^ 



137. In the US, In the absence of 
Government-funded organisations, private 
bodies (for example. Chambers of Commerce 
or Neighbourhood Business Associations) 
compete for membership fees and project- 
based Government funding and this, 
together with aggressive marketing and 
recruiting, results in fairly high levels of 
fee-paying membership. 

138. Neither the European nor the US model 
would necessarily be suited to the UK, given 
cultural differences. However, without strong 
networks and Institutions, many employers 
are unrepresented and cannot readily access 
services and support. 

Hymaii eapitai aeeoyntiing is in 
its infan©^ 

"There is a guy called John Ruskin, poet and 
artist and all the rest of it, he seemed to regard 
the people of this country as 'these are my 
Jewels'. It seems to me that the government 
ought to regard its people as its assets, so they 
ought to be the ones thinking that the money 
invested in them now, will spin back a reward 
later on. " 

MORI/focus group research 

139. Information relating to how 
organisations invest In and value their staff 
(including expenditure on WfD) Is not 
routinely reported as part of the annual 
accounts (some companies may choose to 
provide such information). At present, there 
Is no standard accounting methodology for 
valuing such investment to enable It to be 
considered as an asset of the organisation. 
Consequently, there is limited understanding 
or Interest amongst the investment 
community in human capital accounting. 




" The Business of Representation: The Modem Trade Association. DTL March 2001 . 

CBI membership data, Trade Association Forum, Federation of Small Businesses, British Chambers of Commerce. 

“ Several European countries, notably France, Germany and Denmark, have statutory membership of Chambers of Commerce. 

See D. Ashton and J. Sung, Lessons Learnt from Overseas Experience at http://www.cabinet-office.gov.uk/innovation/2001/workforce/ 
overseas, shtml. 

“ W. Streeck. ‘Skills and the Limits of Neoliberalism: the Enterprise of the Future as a Place of Learning', Work. Employment and Society 
3 (1), 199B; D. Ashton and F. Green, Education. Training and the Global Economy. 1996; and C. Crouch, D. Finegold and M. Sako, 
Are Skills the Answer? 
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Such investment does not generally form 
part of the valuation models used by 
investment companies®^ when making 
decisions on behalf of traditional investors. 

140. This is an issue that is starting to be 
explored by various accountancy bodies and 
academics worldwide and has also been 
examined by OECD through a series of 
papers and an international symposium held 
in 1999.®" 

Cost and time are important barriers 
to participation 

Cost 

"If you think education is expensive, try 
ignorance. " 

Derek Bok, former president of 
Harvard University 

Individuals 

1 41 . The cost of participating in a course for 
an individual can include expenses such as 
childcare for the hours of study, transport to 
the place of learning, books and registration 
fees, as well as course fees and potential 
lost earnings.®® 

142. Capital constraints limit the extent to 
which Individuals can raise loans, either to 
pay for the necessary fees and up-front costs 
of formal WfD, or to make up for lost 
earnings. The returns from training for any 
Individual are uncertain. This impacts on 
lenders' willingness to lend. 

143. Unlike physical Investments, human 
capital cannot be sold, and does not provide 



collateral for a loan. However, it is possible to 
take out Government-supported Career 
Development Loans (CDL) administered by 
the banks: around 18,000 are taken out 
each year.®^ 

144. Government funding arrangements 
are complex with different support regimes 
available for different students depending 
on age, location of training and type of 
training. This complexity has contributed to 
a system that is perceived as inflexible and 
difficult to access. 

1 45. The main sources of support in FE are 
Access Funds and the Childcare Support 
Fund both of which are purely discretionary. 
While amounts are increasing,®® amounts 
granted are low, and are not received by all 
students who would benefit from them. 

For example, in 2000/01 18,000 students 
benefited from childcare grants of 
approximately £1,300 each while the 
number of post-19 full time students with 
dependent children was over 40,000. 

146. Individual Learning Accounts (ILAs) 
were established to be universally available, 
allowing discounts of 20% on courses (80% 
on some IT and maths courses). Take-up was 
high, but the specific impact on WfD remains 
to be demonstrated. ILAs have now been 
withdrawn in England. 

147. New Deal programmes and Work-Based 
Learning for Adults offer opportunities for 
individuals to undertake formal education 
and training whether outside or within 
employment under the guidance of a 
Personal Adviser.®® Jobseeker's Allowance 



•* "...There is an enormous mountain to climb to convince the investment community that they should be paying more attention to 
HR indicators...". PIRC report to Focus Central London. March 2001. 

International symposium on measuring and reporting intellectual capital: experience, issues and prospects. Amsterdam 9-11 June 1999. 
“ C. Callender. Hardship of Learning, 1 998. 

" CDLs are available for anyone aged 18 or over to cover 80% of course fees and related expenditure for any full time, part time or 
distance learning course as long as it is vocational and lasts no longer than two years. DfES pays interest on the loan for the length 
of the course plus one month. 

“ FE learner support funds total £l02m for 2001/02 of which £60m has been allocated as FE Access Funds; the majority of the 
remainder Is for childcare. The equivalent figures for 2000/01 were £89m with approximately £55m representing Access Funds. 

” The Full Time Education and Training Option and the Employment Option both offer training opportunities, the latter in conjunction 
with employment. 
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rules currently allow an individual to study 
part time without losing benefit, but that 
individual must be available for work. 

The Employment Service/Jobcentre Plus (ES) 
already offers jobseekers information and 
advice about studying opportunities. 

148. There is a substantial contrast between 
the maintenance support offered in Higher 
Education (HE) and that in Further Education 
(FE). Some learner support in HE is in the 
form of grants to particular groups but much 
is in the form of income-contingent loans. 
This reflects the higher rates of return to the 
individual from HE compared with much FE. 

Employers 

149. For employers, the cost of providing 
WfD can be low in terms of course fees for 
formal training but can be high in terms of 
lost production and supervision costs. The 
help available to cover such costs is limited. 

150. For SMEs, cash flow is a key driver of 
daily decision-making. Investment in WfD 
may not seem like an Immediate priority 
when cash flow Is tight and may not be 
overtly encouraged by the banks and advisers 
that typically deal with small businesses. 

The NSTF quoted evidence*^ showing that 
the cost of training was the main 
discouraging factor for 43% of small firms. 

151. For SMEs, support is available via the 
Small Firms Training Loan, administered by 
the banks. However, take-up has been 
extremely low: 581 loans since 1994. 



The only other direct financial support 
available to employers is via the ability to 
offset training costs against taxable profits for 
the purposes of calculating corporation tax 
for incorporated businesses and income tax 
for unincorporated entities. 

152. This does not greatly benefit those 
organisations: 

• who report taxable losses; or 

• who pay tax at the small companies rates 
or the lowest rate of income tax. 

153. Further indirect support to business is 
provided through the Adult Development 
Rate of the National Minimum Wage, which 
helps employers to meet the cost of training 
by enabling them to employ adults at a rate 
lower than the National Minimum Wage if 
under 22 or, for workers of 22 and over, for 
the first six months of a new job if they are 
receiving accredited training (see Figure 21). 

154. There are also new services and course 
offerings provided electronically through 
learndirect. E-learning can provide the 
timely and flexible solutions to immediate 
problems required by small and medium 
sized employers. 

155. Larger organisations can better 
absorb the cost of WfD. However, even 
they are likely to cut back expenditure if 
business performance slumps or cash flow 
problems arise. The public sector may be 
more immune to recessionary pressures; 




Figure 21; National Minimum Wage rates 

I Main (adult) rate for workers aged 22 and over 
£4.10 per hour (from 1 October 2001) 

£4.20 per hour (from 1 October 2002) 

I Development rate for workers aged 18-21 Inclusive 
£3.50 per hour (from 1 October 2001) 

; £3.60 per hour (from 1 October 2002) 



1995 Skill Needs of Small Firms in Britain survey, PAS for OfEE. 
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however, even in this sector, training budgets 
may be cut if financial settlements are tight. 

156. The voluntary sector has a particular 
problem in this area in that It is often difficult 
for voluntary organisations to spend donated 
resources on costs, such as training, rather 
than directly on their charitable objectives. 

Time 

Individuals 

1 57. Qualitative research for the PIU 
undertaken by MORI suggests that a 
frequently cited barrier to development by 
individuals is lack of time; this Is echoed In the 
NALS research (quoted at paragraph 109). 
Individuals experience problems balancing 
family, home and work commitments. 

158. In many of the professions, 'continuing 
professional development' is a formal 
requirement and, as such, employees are able 
to take time off for it. Most low or medium 
skilled employees are not, however, under 
such an obligation. 

159. Learning needs to be provided at a time 
to suit the consumer, not the provider. Many 
providers are already recognising this need, 
and are providing training in 'bite-size' 
chunks, at workplaces and outside working 
hours. New technologies have real potential 
to make opportunities for WfD available to 
individuals at a time and place suitable to 
them. However, technology is only one of a 
range of tools that needs to be considered. 

160. Government has put in place a right 
to time off for training as part of the 
employment option in the New Deal for Young 
People. This consists of one day of training per 
week, and while it is part of the employment 
option, which has a higher success rate in Job 
placement than full-time education and 
training, it has not proven very popular with 



employers. This is primarily because the one 
day a week training is not perceived to be 
directly related to the needs of the Job and 
may indicate that the employee is not yet 
capable of doing the job. The Government has 
also introduced a right to time off for 1 6-1 7- 
year-olds who have not yet achieved a level 2 
qualification. Early evaluation suggests that 
take-up of this right has been low. 

Employers 

161. There is a perception amongst 
employers - and a very real problem for 
SMEs - that time off for the training of 
employees Is expensive and difficult to 
arrange. Employers' approaches to time off 
vary greatly depending on their specific 
commitment to training. Concerns about 
time commitments may arise from broader 
staffing Issues Including the tendency to 
operate with minimum possible headcount to 
create 'leaner' organisations and their ability 
to manage absences. 



Market failures are 
compounded by Government 
failures of various kinds 

162. Aspects of the performance of the 
education system have led to a relatively 
poorly qualified workforce, and a 
disproportionate number of employees 
lacking basic skills. 

163. Other Government failures identified in 
the area of WfD are set out below. 

There is a perceived lack of an 
integrated national strategy... 

164. Over time, a bewildering number of 
initiatives have been Introduced: these are 
listed in Annex 1 1 In the past, these have 
not been linked by an overarching strategy. 
Local delivery bodies and the targeted 



Annexes 8-12 are available on the PIU website, http://www.cabinet-office.gov.uk/lnnovation/2001/workforce/developments.shtml 




customers consistently express confusion 
regarding the number and workings of 
these initiatives.®^ 

... and a potential lack of clarity 
about who i$ responsible and 
accountable for WfD 

165. At a national level, responsibility for 
increasing social inclusion and productivity 
is shared primarily among four Government 
departments:®^ 

• DTI with the RDAs and the SBS supports 
business competitiveness and productivity. 

• DfES and its key agencies and partners, 
including the LSC, the Qualifications and 
Curriculum Authority (QCA), Sector Skills 
Development Agency (SSDA) and Ufi Ltd, 
invest in education, learning and skills. 

• DWP, through the Employment 
Service/Jobcentre Plus and the New Deal 
programmes, focuses on creating 
employment and career opportunities. 

• HMT addresses the productivity agenda. 

1 66. Each of these departments operates its 
own performance measurement framework 
and PSA targets encompassing WfD. There is 
currently no shared strategy backed up by 
common targets. Annex 8 lists the key 
targets in this area. 

167. The recently established LSC has a 
statutory responsibility for the production of a 
national strategy on WfD. But it cannot do so in 
isolation from the many other bodies involved. 

168. At regional level the nine RDAs are 
developing 'Frameworks for Regional 
Employment and Skills Action' (FRESAs) 
plans which will provide a single umbrella 
plan for skills for their regions. 



1 69. These have the objective of ensuring that: 

• every individual has the opportunity and 
skills to find employment; and 

• employers get the recruits they need with 
the skills they require (including basic skills). 

170. The LSC does not have a regional 
presence. It and the RDAs have recently 
signed a Memorandum of Understanding 
that articulates a vision for co-ordinated WfD 
in the regions and local areas. It is likely that 
the RDAs will adopt a regional co-ordination 
role while the local LSCs will invest resources 
and deliver services at a local level. 

171. At local level there are 47 local LSCs. 

A variety of agencies present at a local level 
also have an interest in WfD such as the SBS, 
the ES and local authorities. Whilst there are 
plenty of examples of good Joined-up 
working, it is only recently that memoranda 
have been agreed between the main 
agencies covering roles, responsibilities and 
working arrangements to ensure that good 
practice is followed throughout the country 
(ES to sign in December 2001). Examples can 
still be found of local strategies and working 
practices not in harmony. 

172. The planned establishment of SSCs and 
the SSDA will provide a sectoral view on 
strategic issues. These bodies have the 
potential to influence demand for 
development throughout their sectors and 
to provide Government with the intelligence 
needed to shape the future WfD agenda. 

To ensure their success it is essential that the 
experiences gained through the NTOs be 
taken on board and that they are properly 
aligned with the LSC and RDAs. DfES is 
currently developing, with partners, a model 
framework to help build SSCs' priorities into 
the planning mechanisms of partners. 




” “Although there was substantial support for the principle of a more skilled workforce, this was matched equally by the level of 
confusion experienced by the participants." PIU focus group, Doncaster. 

” A range of other departments maintain performance targets that address particular groups - such as the media industry in the 
Department for Culture, Media and Sport. 
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173. The challenge is to join up the work 
being undertaken at regional, local and 
sectoral level under the auspices of the 
LSC's national WfD strategy and to ensure 
that there is a shared understanding of 
accountability for strategy, systems 

and delivery. 

The focus of departments is on 
intermediate targets rather than the 
outcomes they are seeking to achieve 

174. One of the challenges for Government 
is to develop outcome measures that enable 
the success or otherwise of policies to be 
evaluated. Existing performance measures 
(see Figure 22) give rise to a number of 
problems. 

175. DTI targets focus on broad measures of 
productivity and competitiveness. In contrast, 
DfES targets focus closely on participation 
and achievement in learning. The DWP 
targets in this area focus on numbers placed 
in work. None of these targets explicitly focus 
on WfD although it is implicit in all three. 



Labour market intelligence services 
should be improved to support 
strategic planning 

176. Excellent Labour Market Intelligence 
(LMI) is crucial to the operation of a 
demand-led system. The customers of this 
information are: 

• learners, who need information about 
courses to make choices; 

• firms, who may use information to plan for 
expansion, relocation, recruiting; 

• staff in agencies with responsibility for 
delivering local targets who must have 
reliable signals of supply and demand; and 

• Government, which is responsible for 
setting a strategic direction for policy and 
supporting intelligence on what works 
and why. 

177. What is needed is a system of LMI that 
satisfies these requirements by: 

• collecting and collating useful, reliable and 
timely information on a consistent basis 
across the country; 



u 




Figure 22 : Probflems arising from eisisting performanee measures 

• It is not obvious which departmental indicators measure WfD, as distinct from learning, 
training, or other provision. It is, therefore, difficult for departments and their agencies 
to invest resources in ways that will improve WfD performance. 

• Projects that advance WfD generally but do not make a direct contribution to 
departmental objectives, particularly at local level, may not be pursued. 

• Existing measures do not emphasise outcomes, particularly customer satisfaction, 
making it difficult for departments and agencies to evaluate and improve the quality of 
their programmes. 

• There is no measure that connects the skills and productivi^ agendas ~ measuring 
whether skill development rewards individuals in the workplace through promotions, 
better Jobs, higher wages, or simpty increased labour market bargaining power. 

• Without consistent performance measures across departments, it is difficult to track 
customer progress as an Individual moves from one department's programmes to 
another's. 
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• maintaining a set of key indicators that are 
consistent across local areas and can be 
aggregated to show the national picture; 
and 

• supporting supplementary data collection 
at regional and local level in order to 
provide a solid basis for good local 
decision making. 

178. The NSTF final report recommended 
that Government should establish a national 
system for collecting and disseminating 
information on the labour market and skill 
needs, led at a strategic level by the DfES and 
at operational level by the LSC. 

179. There is already a plethora of LMI 
collected, often more than once, but this is 
rarely transformed into relevant or useful 
'intelligence'. Current information is variable 
in quality, not always capable of being 
collated, and difficult on occasion for users 
to access and understand. 

180. There are already structures in place to 
bring together good sources of qualitative 
information (e.g. the observatories developed 
In some RDA regions). What is needed is a 
single structure, which underpins the 
collation, interpretation and dissemination of 
LMI. Much work has been undertaken in this 
area in the past and the difficulties of getting 
it right should not be underestimated. 



181 . With the LSC In place, there is now a 
concerted effort to collect, analyse and 
disseminate labour market and skills 
information and to ensure that planning and 
funding authorities such as the LSC and RDAs 
have access to available intelligence. It is 
essential that this process is properly scoped, 
reliably carried out, and collated and 
disseminated on a consistent basis at national 
and local levels. 

Government funding mechanisms do 
not necessarily support the operation 
of the WfD market 

182. The LSC has a combined budget of 
£5.5bn in 2001-02 rising to £6.4bn in 
2003-04 (excluding funds for school sixth 
forms which transfer to the LSC from April 
2002). The PIU analysis paper®^ set out a 
detailed description of the principles, key 
features and budget of the LSC funding system. 

current pubiiciy-fundeci system 

183. Under the current (until 2001/02) 
system, the majority of funding (85%) to FE 
providers was allocated through national 
formulae based on standard units of provision 
(see Figure 23 for a description of units). 

This system has been in operation since 1994 
during which time the level of funding per 
unit has gradually converged, with the 
majority of colleges now receiving the same 
funding levels per programme delivered. 
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Figure 23: FE unit>based formula funding 1994-2002 

Each FE course ancj each type of provision is allocated a set number of 'units' depending 
on factors such as its length, complexity and likely cost. Each unit attracts a monetary 
value. The number of units per course and volume associated with each programme 
indirectly reflect local difference in cost of provision. The monetary value of the units is 
paid to colleges at different stages during the year, on 'entry', 'on-programme' and 
'achievement'. This regime is based on average costs with has weakened the link between 
costs incurred and income received by individual colleges. 



** http://www.cablnet-office.gov.uk/innovatjon/200l/workforce/development.shtml. 
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184. In addition to its key objective of 
converging funding levels, this regime also 
sought to deliver substantial increases in FE 
enrolments. However, because colleges were 
allocated volumes of funding based on 
predictions of the activity levels they could 
generate, surplus and deficit units were 
common and the rebate mechanisms in 
place did not assist in maintaining 
financial stability. 

185. In an effort to encourage private sector 
contribution, college provision of employer- 
specific training attracts lower levels of 
Government funding. However, there 
remains little evidence of substantial private 
contribution to most colleges' overall 
budgets, either by individuals or employers, 
with colleges often forfeiting fees from 
employers and individuals. 

186. While this funding regime did address 
local needs to some degree through the 
strategic plan approval process, the absence 
of a direct link to the labour market made it 
difficult to take overt account of outcomes 
such as increased employability or wage gain. 

187. This system Is considered to have 
achieved Its primary objective of ensuring 
that college funding levels converged. It has 
maintained a demand-led element and 
attempted to accommodate national and 
local priorities. However, It has not 
maximised its public investment and has 
taken too little account of key outcomes for 
individuals and firms. It will be replaced in 
August 2002. 

188. In addition to the budget supporting 
the FE college system, the LSC maintains 
three other key budgets relevant to WfD: 

• The £763m®^ Work Based Learning (WBL) 
budget for young people was transferred 
from the TECs to the LSC and is governed 



by an interim funding approach. 

For 2001-02 the LSC adopted national 
funding rates with some dampening and 
cushioning to minimise the impact on 
those providers who stood to lose 
significantly through a switch to national 
rates. This approach will continue in 
2002-03 but dampening and cushioning 
mechanisms will be phased out. 

• The £21 3m®® budget for WBL for adults 
was transferred in its entirety from the 
TECs to the Employment Service in 2001 . 
Although it no longer manages these 
resources directly, the LSC seeks to work 
closely with the ES to ensure that it 
complements national and local WfD 
strategies, and is used to maximise 
outcomes for individuals and firms. 

• A £49m budget was specifically allocated 
to WfD for 2001-02, to be managed in 
line with WfD plans prepared by each local 
LSC. The bulk of this budget supports 
employer-based programmes, notably 
Investors in People. 

189. The majority of the LSC's budgets for 
2001-02 were allocated by predecessor 
bodies, such as the Further Education 
Funding Council (FEFC), to ensure continuity 
of provision and so that providers knew what 
their budgets were in advance of the start of 
the year. This has restricted the discretion of 
local LSCs to allocate funds in their first year. 

190. This initial lack of flexibility was also 
reflected nationally where 16% of the LSC's 
overall programme budget was ring-fenced, 
and in the FE budget which, while not 
actually ring-fenced, is committed to 

the support of the FE college network. 

In addition, the opportunities for virement 
(transfer) between non ring-fenced budgets 
are restricted. 
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Primarily composed of the LSC budget for Modern Apprenticeships and level 1 and level 2 attainment for young people. 
To support Work Based Learning for Adults. 
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Mrs ame^deci system from Aaigys^ 2@02 

191. Discussions and consultation about future 
funding arrangements occurred during 2000 
and 2001, leading to a new circular issued in 
October 2001 which provides a blueprint to 
govern funding arrangements from 2002. 

The general emphasis is on planning and 
allocation at local level, local targets rooted in 
local needs, an increase in flexibility across the 
overall LSC budget and within a reduced 
number of separate LSC budgets, and a review 
of the phasing of funding during the year. 
These changes build on those adopted during 
the 2001 transition year. 

1 92. The aim of the new regime is to bring 
the disparate ring-fenced budgets for adult 
learning and WfD into closer alignment over 
time and to create a progressively more 'level 
playing field' between FE colleges and private 
providers, ensuring that neither are 
disadvantaged in the market. In particular, 
the amended FE funding system replaces the 
currency of funding units with allocations 
expressed In cash and learner numbers. This 
is Intended to increase funding transparency 
and to provide incentives for Increasing the 
quality of provision. 



The quality of publicly-funded 
supply 

1 93. The quality of provision available from 
publicly-funded FE colleges and private training 
providers Is variable and there is a need to raise 
standards further across the board. The Chief 
Inspector for FE's report for 1999-2000 
commented that in many colleges: 



• quality assurance was not rigorous enough 
and/or staff do not apply agreed 
procedures consistently; 

« franchised provision and short courses for 
employers received scant attention; 

• the quality of work experience and training 
in the workplace was seldom assessed 
effectively; and 

• insufficient attention was paid to reviewing 
the quality of part time and short courses. 

194. Private sector providers also vary greatly 
in quality. The 2000-01 report from the 
Training Standards Council, which covers 
work-based learning, commented on the 
high percentage of providers (60%) who 
achieved at least one unsatisfactory grade at 
their first inspection in 2000-01, an increase 
of 10% from the previous year (it should be 
noted that this figure will also include FE 
colleges that provide work-based training). 

195. This report summarised grades received 
by type of provider as shown In Figure 24. 

196. One of the key determinants of quality 
is the quality of the teaching staff. In many 
cases staff do not hold teaching qualifications 
(although all staff in FE colleges are now 
required to obtain such qualifications). 

A key issue is the lack of recent industrial or 
commercial experience of many lecturers. 
Inspectors' reports have also noted that the 
quality of part time lecturers was poorer 
than full-time, which is worrying when 
the proportion of part time lecturers 
is increasing. 
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Figure 24: Performance of work-based learning providers ^ 



Provider 


Outstanding/good 


Less than satisfactory 


Employers 


46% 


11% 


Other* 


34% 


18% 



•the majority of whom are private providers (with a small number of not for profits, local authorities and FE colleges) 

Source: Training Standards Council annual report of the Chief Inspector. 2000-01 
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197. For a dynamic supply side to exist, 
sufficient capacity, both in terms of the 
numbers of providers and the capabilities of 
providers to meet needs, is essential. 

198. Successful providers need to develop solid 
organisational infrastructures, including 
technology and management capacity. Private 
and voluntary providers may not have access to 
capital funds to support technology investment, 
while public providers may be able to access 
such funding through the standards funds. 

In addition, small non-public providers may 
find it more difficult to develop the 
organisational infrastructure required to support 
the self-assessment and quality regimes that 
accompany public funding. All providers may 
face the challenge of change management and 
the need constantly to develop new provision 
and new methods of delivery. 



Qualifications are not responsive to 
employer and individual needs 

199. The PIU analysis paper®’ described the 
importance of the NVQ framework as the basis 
for the Governments National Learning Targets. 
The QCA has done a great deal of work to 
develop a national qualification framework of 
which NVQs are a key part. This work has also 
seen the Introduction into the framework of 
increasingly popular vocationally-related 
qualifications (VRQs). These include high-status 
qualifications offered by City & Guilds, the 
Business and Technology Education Council 
(BTEC) and the Royal Society of Arts (RSA), 

for example, which have not always been 
nationally recognised. The new Technical 
Certificates for Modern Apprenticeships (MAs) 
will also be included as VRQs. DfES is also about 
to introduce 'new generation' MAs. 

200. Figure 25 sets out the benefits of 
qualifications. 



Figure 25: Why have qualifications? 



The benefits 

Quali^cations are beneficiai to 
indhriduals because they: 

• are a motivator, offering wage returns 
and status; 


Qualifications are beneficial to employers 
because they: 

• provide a recruitment tool; 

• enable assessments of skill needs; and 


• enhance employability by providing 
recognisable proof of transferable skills; 


• are a way of securing Government 
funding and support for development. 


• are a way of securing Government 




support for development; and 


Qualifications are beneficial to 
Government because they; 


• can provide a licence to practise. 




• measure skill levels; 


Qualifications are beneficial to providers 
because they: 


• indicate ability; and 


• measure performance; 


• provide a framework for funding. 


• provide a structure to programmes; 




and 




• enable workloads to be managed. 





” http://www.cabinet-offjce.gov.uk/jnnovatlon/200l/workforce/development.shtml. 
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201 . Two important trends are emerging in 
relation to the qualifications framework: 

• the number of NVQs being awarded 
appears to have reached a plateau;®® and 

• the extent to which development activity 
by employers falls outside the NVQ 
framework. Figure 26 indicates that many 
employers provide qualifications other 
than NVQs, which suggests that employers 
may not be convinced of the value and 
benefit of NVQs. More importantly, 



Figure 27 shows that a significant number 
of individuals and employers are not 
engaging with the qualifications system 
at all, nationally recognised or otherwise. 

202. Particular concerns relating to 
qualifications expressed by employers and 
key stakeholders in discussion with the PIU 
include; 

• the lack of clarity about who is 
accountable for different parts of the 
qualifications system and the role of 



Figure 26; Registration on non-NVQ courses - City & Guilds 

For the year to the end of SeptBmber 2001: Registrations N/SVQ 43% Ottier 57% 

{tliis Includes general qualifications. Pitman single subfact qualifications, voc^lonsl 
qualincations and client/customised provision). 

(Not all vocational subjects have a registration process; thmfore the above figures may nor 
represent 100% of all courses taken.) 

Source: Figures provided by City & Guilds 




Figure 27; Worker qualifications from in-house and external training 





Percentage of firms with 
in-house training 



Percentage of firms with 
external training 



■ No qualifications 

Source: Curran et al (1997), Table 5, P96 



□ Non-NVQs □ NVQs 



I Both 



I Don't know/ 
no answer 



” Qualifications and Curriculum Authority. 

” National statistics are not available for the percentage of registrations on non-NVQ courses (per QCA). 
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employers and other industry networks, 
which has resulted In a lack of ownership 
of qualifications amongst sections of the 
business community; 

• the process of approving National 
Occupational Standards (NOSs) (which 
Inform the content of NVQs and all other 
vocational qualifications In the framework) 
can be slow, overly complex, insufficiently 
responsive to employer need, and lacking 
in strategic direction. On average, it can 
take 1 8 months to gain final approval of 
new standards, which then have to be 
converted into qualifications by awarding 
bodies.^” The sequential nature of this 
process undermines the responsiveness of 
NOSs to changing sector skill needs; 

• the routes to the accreditation of 
qualifications which lie outside the national 
framework, especially 'vendor' 
qualifications such as Microsoft IT awards, 
are seen as bureaucratic and slow; and 

• the linkage of funding to complete 
vocational qualifications rather than 
Individual units discourages employers 
who do not wish to commit to a full 
NVQ/VRQ from supporting development. 
Several recent reports have pointed to the 
advantages of a unit-based funding 
approach. 

203. Other research, such as Learning Works, 
has highlighted the potential for even greater 
flexibility being introduced to the system via 
a framework for credit accumulation and 
transfer (CAT), such as those currently being 
introduced In the devolved administrations. 
CAT systems provide an assessment of the 
volume of learning completed, enabling 
individuals to pursue diverse learning 
pathways, mixing and matching different 



courses to suit their needs, and to build a 
full qualification. 

204. DfES and the QCA have recently 
reviewed some of these issues through their 
review of the process by which NOSs are 
approved.’®^ 

205. Figure 25 indicates why qualifications 
are important for a variety of stakeholders. 
Nevertheless, there is a more fundamental 
question as to the future role of qualifications 
in a changing workplace. The need for 'softer 
skills' such as communication and team 
working is likely to increase, and with that, 
so will the value of informal workplace 
learning. This may also be brought about 

by new methods of organisation in the 
workplace, i.e. flatter structures, more team- 
based operations, greater diversification of 
job roles, and other changes to the nature of 
work and the workplace. 

206. This highlights the need for qualifications 
to be kept up to date and relevant, but also 
indicates that formal national qualifications 
may not be the best tool for development in 
future situations. DfES's experience of working 
with key skills qualifications suggests that a 
spectrum of 'harder' and 'softer' skills can 

be fostered through a variety of approaches 
to assessment. 



r Moving it on 

Breaking out of the low skills 
equilibrium involves addressing 
cultural factors, market and 
Government failures 

207. The UK has a significant proportion of 
the workforce without basic or intermediate 



J. Hillier, An Independent Review of the UK National Occupational Standards Programme, 2001 . 

H. Kennedy, Learning Works: Widening Participation in FE, FEFC, 1997. 

*“ A strategic group chaired by Sir Dominic Cadbury recommended a review of the Standards Programme after a period of 

approximately two years following its establishment This review was set up by QCA/SQA as an independent exercise chaired by John 
Hillier, Head of Personnel at Weetabix Ltd and Chair of the CBl's Learning and Skills Panel, and it was carried out between April 2000 
and June 2001 . ^ ^ 
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skills. Whilst progress is being made in raising 
qualification levels, the evidence suggests 
that low levels of skill, particularly for adults, 
will continue to be a defining feature of the 
economy. 

208. This chapter has argued that an 
integrated approach is required to break 
out of the low skills equilibrium and raise 
the game of UK business. Action is needed 
simultaneously to: 

• bring about a change in culture which can 
raise the demand for more skills on the 
part of employers and individuals; 

9 address market failures to provide high- 
quality information, remove barriers to 
participation and assist in the development 
of quality provision, thus increasing 
demand and raising the supply of skills; 
and 

• articulate a clear Government strategy 
underpinned by more joined-up structures, 
well-targeted spending and relevant 
measures of performance. 

The way forward is a demand-led 
system... 

209. Raising demand is the key to breaking 
the low skills equilibrium. An increase in 
demand from employers will encourage 
individuals to train if the right rewards and 
recognition are available. Raising demand 
from Individuals will put pressure on 
employers to make use of individual skills and 
will enlarge the availability of skilled labour in 
the market as a whole. 

210. A demand-led system will change the 
dynamics of the WfD market, encouraging 
participation by individuals at all levels and 
by employers regardless of size by enabling 
them as customers to make choices and take 
control of their own development. 



tii® 

211. There is a strong case for Government 
intervention to enable lower skilled 
individuals to participate in the demand-led 
system: 

• the lack of lower level skills Is a result of 
Government failure in the past to provide 
adequate compulsory education up to the 
age of 16; 

• rising skill levels In the economy mean that 
those with lower skills face lower lifetime 
earnings and career progression prospects. 
The proportion of jobs requiring NVQ 
levels 1 and 2 has increased while there 
has been a fall in the number of Jobs that 
can be carried out without any 
qualifications;’®^ 

• skills at this level are transferable rather 
than specific to individual firms, which 
can make employers reluctant to invest in 
WfD for low skilled and often low paid 
individuals; and 

• low skilled individuals are more likely to 
be low paid and to be deterred from 
pursuing a qualification by the cost 
involved. A disproportionate number of 
those without a level 2 qualification work 
in small firms, which are less likely to 
engage their employees in development, 
often also for reasons of cost and 
constraints on their cash flow. 

212. Tackling basic skills must be the top 
priority. However, our long term aim is to 
ensure that all adults have the opportunity 
to achieve a level 2 qualification. The 
Pre-Budget Report emphasises the 
importance of progression in raising 
individual skill levels. 




F. Green et at. Are British Workers Getting More Skilled? in A.B. Atkinson and J. Hills (eds) Exclusion, Employment and Opportunity CASE 
Paper no.4, LSE, 1998. 
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prioritise tlie lowest skilled... 

213. The Government is committed to 
raising the current basic skills level in the UK. 
That commitment is based on both the 
benefit to people's personal lives and 
fulfilment, as well as the benefit to the 
country as a whole.^°^ The Adult Basic Skills 
Strategy Skills for arising from the 1999 
Moser report,^®® was published earlier this 
year. It promises that 750,000 adults will 
improve literacy and numeracy by 2004. 

214. Basic skills act as the foundation for all 
further learning. Without these skills, 
individuals are, in many cases, unable to 
participate effectively in the workforce. 

Nor can they access further WfD since they 
lack the basic tools to undertake it. Basic skills 
are therefore a springboard to further 
development. 

... offer aii the opportmot^ to acltiwe 

level 2... 

215. The long term aim should be to ensure 
that all adults have the opportunity to 
achieve a level 2, which is the equivalent of 
five A*-C GCSEs or vocational equivalent. 

216. Government strategies in schools should 
ensure that increasing numbers of school 
leavers reach this level. The target of this 
report is the stock of adults in the current 
workforce who have missed out. 



217. The case for Government support, 
which has been made by many, including 
the CBI/TUC and the NSTF, is based on the 
benefits to the economy as a whole if more 
individuals attain a level 2 qualification. 
Private returns for individuals or employers 
at this level are less than the wider returns to 
society at large. Beyond level 2 the private 
returns to individuals and firms are much 
greater and the case for expecting them to 
invest in their own development is 
correspondingly greater. Therefore it would 
represent a significant step forward in raising 
skill levels right across the workforce, 
allowing individuals to be able to navigate 
through and make use of the opportunities 
provided by a demand-led system. 

... and enhane® th® to focm on 

higher skilB lewis when appropriate 

218. While skill shortages are reported at 
level 3, the case for Government intervention 
is much weaker as the returns from private 
investment at level 3 are higher and less 
variable. However, there may be certain 
circumstances (specific skills gaps, business 
failures) where intervention at this level 
would be appropriate (e.g. where it would 
support inward investment). Therefore a 
discretionary ability for local LSCs to fund 
level 3 attainment or higher may be 
appropriate. Chapter 7 discusses 
discretionary funding arrangements further. 




54 



A Fresh Start, op. cit. 

Rt Hon David Blunkett MP, foreword to Skills for life. op. cit, March 2001. 
Skills for life. ibid. 
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5. WfD IN 2010: A NEW APPROACH 



Summary 

• This report's vision for WfD is: 

"In 2010, the UK will be a society wheie Government employers and 
individuals actively engage in skills development to deliver sustainable 
economic suctxss for all. ” 

m This vision can best be achieved by moving towards a more 

demand-ted approach and aligning the WfD infrashucture with that 
approach. A demand-led system can be expected to generate greater 
and better informed demand and more responsive supply within a 
supportive and flexible institutional framework. It has the potential 
to deliver both increased productivity and greater social inclusion. 

• Individuals, employers and Government all have a role to play in 
moving towards this system. 

• A number of different instruments are available to Government in 
moving towards this vision, including financial and status incentives, 
dissemination of information, advice, guidance and best practice. 

• The new approach to WfD set out in this report is intended to initiate 
a 'virtuous spiral' in which employers and individuals value 
development, seek out opportunities, invest in development for 
themselves and their firms, realise improved productivity, share 
rewards, and continue to develop. 
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WfD in 2010: a new approach 




to 




f Introduction 

219. This chapter outlines a vision for WfD, 
its features and advantages, and describes 
the roles and responsibilities of Government, 
employers and individuals in realising that 
vision. It shows, not only how the strategy 
presented will address the failings of the 
current system, but how it will also lead to 
significant changes in cultural attitudes to 
the demand for, and delivery of, WfD. 



Setting the scene 

Flexibility and adaptability are vital 
for the economy of the future 

220. Economic and industrial change 
increasingly demands a workforce that is 
flexible and adaptable. For business, 
retraining and redeploying employees to 
support more efficient and effective 
operations, and integrating new technologies, 
will be crucial to remaining competitive. 

221. For individuals, lifelong learning and 
retraining will be essential for both 
employability (including reducing periods of 
unemployment) and career progression. 
Employees will need to be autonomous, 
self-motivated learners; in future, knowing 
how to improve one's own learning and 
performance will be more important than 
ever before. To participate and progress in 
the future workplace, individuals will need 
to have basic skills as a minimum. 

222. WfD strategy and systems must be 
designed to meet these business and 
individual needs. 

Other countries adopt diverse 
approaches 

223. Different countries respond to this 
challenge in different ways (see Annex 9 for 
more details^'^O and their effectiveness has to 



be seen in the context of the culture in which 
they operate. In Germany, the apprenticeship 
system Is strong with some 350 different 
options available to young people. Training is 
offered both on and off the job. Typically, 
apprentices receive wages at around half the 
standard rate and there is comparatively little 
direct financial support from the state 
(parents often support their children through 
the apprenticeship period). 

224. The US has a strong culture of self- 
advancement with very little state funding 
for development. The success of the system 
relies on the fact that most individuals take 
responsibility for their own development and 
are prepared to finance it themselves (often 
borrowing heavily to do so). 

225. Both of these examples imply a different 
type of equilibrium in the labour market - in 
the US, the returns to development must be 
well understood and immediate to Justify the 
individual investment. In Germany, young 
people have to accept low wages for the 
duration of their apprenticeship rather than 
start to look for better pay as soon as they 
have acquired any skills. The US model may 
be better placed to respond promptly to 
changing demand from individuals and 
employers, whereas the structures 
underpinning the German model are less 
flexible. However, the German model 
recognises the social returns from training 
whereas the US model leads to a high level of 
basic skill problems. Where on this spectrum 
do we wish to be? 

226. The following sections of this chapter 
therefore articulate a vision and the outlines 
of a future strategy for this country. 



For more detail, see D. Ashton and J. Sung ‘Lessons learnt from Overseaes Experience*, op. cit. 
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Figure 28: Principles underpinning the development of Government policy for WfD 

• WfD should focus on responding to employer and individual demand. 

• There needs to he a clear and shared understanding of the roles and responsibilities of 
Government, employers and individuals. 

• A package of financial and status incentives, regulation and other measures are needed 
to overcome the barriers to WfD faced by individuals and employers, and to help realise 
the full benefits of investing. 



r The vision 

227. The project's vision for the future is 

"In 2010, the UK will be a society where 
Government, employers and individuals 
actively engage in skills development to 
deliver sustainable economic success for all . " 

228. This vision needs to be underpinned by 
a number of clear principles if it is to be 
made operational (see Figure 28). 

229. These principles for WfD are wholly 
consistent with the principles for improved 
public service delivery articulated by the 
Prime Minister (see Figure 29). 



Developing a new strategic 
approach 

What should an effective system of 
WfD do and what would it look like? 

230. The three key attributes of an effective 
WfD system are: 

e responsiveness to changing demands 
over time. Demand will change during 
different stages of the economic cycle and 
as structural changes take place in the 
economy. A well-designed system will be 
able to respond rapidly to short term 
needs (like local redundancies) as well 
as making longer-term adjustments 
(for new skill requirements like ICT or 
biotechnology). Most importantly, it will 
be able to balance the demands of 
employers, individuals and society; 




Figure 29; Key principles for the delivery of public service including WfD 

• Clear national standards and entitlemimts - with a simpler structure for 
employers and employees to understand and use 

• Devolved delivery to the front line, to enable innovation ~ movir^ increasingly 
away from a top-down, producer-driven system 

• A flexible approach to employment and rewards - enabling public and private 
organisations to fit training into their own business development needs 

• Greater choice for end-users - putting more power in the hands of employees - 
a demand-led system 



Source: Prime Minister's speech. Labour party conference. 2 October 2001 
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• cost-effective delivery of high-quality 
development. Provision that is delivered 
where, when, and how people and firms 
demand it, at a reasonable price and 
which makes a measurable difference; and 

• flexibility. A system that suits the needs 
of a wide range of employers and 
individuals must be flexible to satisfy 
different learning styles. 

Sources of demand 

"The more effectively a WfD programme meets 
employer/workforce needs, the better its ability 
to help Jobseekers succeed in the labour market. 
And what goes for a particular programme is 
true for the system as a whole: a system that 
satisfies employers will be a system that is 
better able to meet the needs of Jobseekers for 
quality Jobs, sustained employment and career 
advancement. 

231 . Demand for WfD comes from three 
main sources - employers, individuals, and 
the economy/society. Individuals demand 
development for a variety of reasons, usually 
a combination of economic benefit and 
personal fulfilment. Individuals may satisfy 
their demand by undertaking training 
independently of their employer or they may 
rely on their employer to provide or fund it. 

232. Employers demand skilled workers 
because it enables them to achieve their 
business goals more effectively and profitably. 
They can satisfy their demand either by 
hiring skilled workers or by developing their 
existing workforce and will do whichever 
they believe is most cost effective. 

233. Societal demand could be in support of 
a policy agenda (for example, social inclusion 
- a policy goal to reduce inequality leads to a 



need for targeted development for the 
excluded) or could be as a result of market 
failures (for example, the economy as a 
whole needs more people trained in ICT skills 
but the market is not providing them). 

234. In the past, emphasis has tended to be 
on supply. The problem with this approach, 
however, is that it is not well connected to 
the marketplace and to meeting employer 
needs. This becomes more problematic as 
the needs of the economy generally and of 
individual employers change more rapidly. 
Training based around the workplace is 
effective both because it is more attuned to 
the demands of the workplace and because 
the skills developed are more likely to be 
used and hence reinforced. 

235. The supply of WfD in England 
comprises a publicly-funded network of over 
400 FE colleges, the learndirect network 
which currently numbers 1,347 learndirect 
centres, and a large number of privately run 
for-profit and non-profit organisations that 
compete for business. Another source of 
supply is in-house provision within firms and 
the public sector (normally within large 
organisations). Both private and publicly 
funded suppliers can access public funding 
for the delivery of specific packages or 
courses (like the New Deal or Modern 
Apprenticeships). 

236. In a system that is primarily centrally 
planned, managed and delivered through a 
Government owned network, there may be 
a lack of incentive to innovate, resulting in a 
reduction in quality unless a strong quality 
assurance system is in place. Such a system is 
unlikely to encourage dynamic partnerships 
between providers and local employers to 
meet local need. 



M. Seltzer and R. Kazis. Toward a "Demand-led" WfD System: Rationale, Definition and Implications for Government Roles'. 
Paper prepared for the ’Welfare to Work: New Solutions for the New Economy' UK/US Symposium, September 2000. 
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The case for a more demand-led 
approach for WfD 

237. A more demand-led approach has a 
number of desirable features: 

• Purchasing power is in the hands of the 
customer (individuals and employers), 
leading to greater choice and 
empowerment. 

• Provision is more responsive to individuals, 
offering benefits in terms of quality, cost, 
range and availability. 

• There will be alternatives and hence 
escape routes from poor or failing 
providers. 

• There should be increased satisfaction with 
WfD services received. 

• Choice and competition will stimulate 
innovation. 

• Government frameworks will support and 
facilitate the system (in areas such as 
information provision), intervening where 
failures occur or where specific social 
inclusion issues arise. 

238. These features should combine to 
produce more highly motivated individuals 
who are more likely to undertake 
development, and employers who are 
more likely to invest in it. 



How do we get to this 
demand-led system? 

There are three key areas to be 
addressed... 

239. The analysis pointed to three key causes 
of the WfD system's current failures Including: 

• insufficient demand; 

• patchy quality of supply; and 

• the absence of a clear and consistent 
Government framework. 

240. In addition, the roles and responsibilities 
of individuals, employers and Government 
also need to be defined. 

241 . A solution, therefore, needs to be focused 
on these areas, as Figure 30 illustrates. It also 
needs to clarify the roles and responsibilities of 
individuals, employers and Government. 

f . Deyeloping greater and better^informed 
demand for development amongst 
employers and Individuals, focusing efforts 
on low skilled individuals and small and 
medium sized firms where they have the 
potmtial to make die greatest impact 



Figure 30: Action needed to put in place a demand^led system for WfD 
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242. Creating the right market conditions in 
which demand can be tapped or stimulated 
is critical to the vision. Many small firms and 
individuals with low skill levels are not in a 
position to demand high quality 
development as shown in Chapter 4: the 
benefits are unclear; the barriers too great; 
and the responsibility seems to be someone 
else's. However the effects of individuals and 
employers raising their demand could be 
seen through the wider gain to the economy 
and society from having a more skilled 
workforce. This provides a broad justification 
for Government intervention and can best be 
supported by a demand-led approach which 
puts greater purchasing power in the hands 
of individuals and employers; improved 
provision of high quality lAG; and action to 
remove barriers to participation (such as time 
and cost). 

2. Making wpply more responsive to 
demand, focusing efforts on bringing new 
providers into the marketpiaee, assisting 
the exit of providers that have not 
performed weii, and rewarding innovation 
and creativity in content, delivery and 
partnering. 

243. Provision of learning and development 
must meet the needs of employers and 
individuals rather than being formulated and 
delivered at the convenience of the provider. 
Shifting a greater share of purchasing power 
into the hands of individuals and employers 
will create a more competitive environment 
for providers. The proportion of courses more 
clearly matched to need should increase, 
improving services to individuals and creating 
incentives for new entrants to the market. 

244. Supply-side improvements and 
increased choice should impact on firms and 
Individuals at all levels, and particular 
interventions should ensure that hard-to- 
reach firms and individuals benefit from these 
improvements. 



3. Providing a flexible institutional 
framework that supports the 
development of innovative firms, 
multi-skilled workers, and healthy local 
economies and labour markets. 

245. Clear policy goals and corresponding 
performance and accountability systems 
should underpin the development of an 
institutional framework encompassing all 
relevant Government departments and 
agencies. The accountability system should 
promote the delivery of increased demand 
and ensure responsive, high quality supply 
at national, regional and local levels. 

246. Institutions have to be flexible enough 
to adapt to the changing demands of local 
labour markets, as well as help identify 
industries or areas with serious skills 
shortages, gaps or needs. The new 
framework should provide the basis for the 
production of relevant information and 
intelligence that will help individuals and 
firms make good decisions about 
development, and provide suppliers with 
high quality information on which to plan 
and develop new provision. Specific 
interventions may be required to ensure that 
under-represented individuals and firms will 
be able to access these resources. 

4. Setting out the roles and 
responsibilities of individuals, employers 
and Government as a basis for working 
in partnership to deliver a solution. 

247. Employers, individuals and Government 
can best create a successful WfD system by 
working in partnership. While each has 
distinctive needs and can make different 
contributions, best results will arise from 

the successful matching of roles and 
responsibilities. This ensures that all 
participants experience a sense of ownership 
and empowerment through participating in 
the system. This theme is reflected in the 
proposals in the Pre-Budget Report. 






248. Government responsibilities: 

Government has a key role to play in creating 
the overall policy and institutional framework 
for WfD: 

• in tackling past failures, notably in the 
provision of basic skills; 

• in tackling market failures; and 

• in ensuring that the right incentives and 
other signals are in place to deliver desired 
policy outcomes over a longer timeframe. 

249. Within the right overall framework, it is 
for individual firms and employees to decide 
what WfD actions are appropriate to their 
needs and circumstances. 

250. Government's role and the extent of 
intervention required can be expected to 
change over time as changes in the 
marketplace create new conditions. 
Government's current role is to: 

• define the vision for WfD and define the 
overall framework supporting that vision; 

• bring about relevant structural change; 

• help tackle market failures, particularly 
among the low skilled and within small 
firms where social returns are higher; 

• leverage private investment and action; 
and 

• establish clear accountabilities and 
outcome targets. 

251. Employer responsibilities: Employers 
manage the environment in which most WfD 
takes place and have a significant impact on 
the demand for development among their 
employees. Employers should be 
responsible for: 

• high aspirations In their firms and for 
putting in place business cultures and 
strategies designed to improve 
productivity and profitability; 



• promoting high quality management in 
order to develop business strategies that 
make best use of the skills of their 
workforce; 

• demanding high quality, bespoke 
development and qualifications that meet 
their business needs; 

• job-specific skills development; and 

• supporting - with assistance from 
Government - the development needs of 
the least skilled individuals in their workforce. 

252. Smaller firms are more likely to need 
support in this process. 

253. Individual responsibilities: Given the 
scale of the potential benefits to individuals 
from WfD, there is a very strong case for 
individuals accepting more personal 
responsibility for training and development. 
The result should be greater demand for 
WfD to which the supply side needs to be 
responsive, providing training of the right 
kind and quality, making maximum use of 
technology and innovative methods of 
provision. 

254. Individuals should be expected to: 

• seek necessary advice and guidance, and 
receive it; 

• ascertain their development needs; 

• demand high quality development that 
meets their personal needs; 

• invest in their development to keep skills 
up to date; and 

• support and encourage peers, colleagues, 
friends, and family members to take active 
responsibility for their development. 

255. The right support mechanisms need to 
be in place to help individuals assume this 
responsibility. Some will need more support 
than others. 
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Safeguards for the demand- 
led system 

256. There are a number of issues associated 
with this approach, which need to be 
addressed to ensure that Government obtains 
value for money and to minimise the 
potential of misuse: 

• Government budgets cannot respond to 
open-ended demand but it can be difficult 
to know when or how to cap funding 
streams. 

• By putting resources out of direct 
Government control, there is a higher risk 
of misuse. 

• Individuals may make choices that seem 
to the Government to be inappropriate. 

® Poor quality provision could be funded. 

257. The above Issues would need to be 
tackled by a combination of approaches, 
including the provision of information to 
support better decision-making and local 
monitoring by agencies such as the local LSCs. 



Policy instruments for creating 
the system 

258. This report has argued that the causes 
of shortcomings in the skills of the adult 
workforce are multidimensional. It follows 
that no one policy instrument is likely to be 
sufficient to realise our vision or to put in 
place the demand-led system needed to 
deliver it. 

259. A number of policy Instruments are 
available to Government and the likely 
effectiveness and value for money of each 
needs to be considered carefully. This section 
reviews the case for: 

• promoting best practice; 

• improving status incentives; 



• providing relevant and timely Information; 

• offering financial incentives; and 

• using statutory approaches and regulation. 

Promoting best practice 

260. The promotion of best practice through 
supporting benchmarking, mentoring, 
partnering, networking and other routes to 
sharing best practice can be an effective 
incentive to improvement. 

261 . The advantages of this approach are 
that it provides organisations with examples 
of what works and enables them to 
communicate with others who have similar 
experience. Many employers prefer to gain 
knowledge this way. 

262. A problem with this type of approach 
can be getting sufficient organisations to 
become involved to make it work effectively. 
In particular, smaller firms are difficult to 
involve in networks, partnering, etc. due 

to lack of time and a perceived lack 
of relevance. 

263. The promotion of best practice can 
be undertaken in two main ways: the 
establishment of Government structures 
and institutions to share best practice, or 
Government support of employer-generated 
institutions and structures. 

264. Government-generated structures can 
be high profile and may generate interest 
and involvement from major employers. 
However, Government structures are not 
always attractive to small businesses. 
Employer-generated structures may have 
more credibility with other employers 
although employer organisations are weak 
in the UK. The case for Government 
intervention needs to be clearly articulated 
and what works for one industry or 
geographical area may not be relevant 

for another. 




265. The key criteria for introducing 
incentives based around routes to sharing 
good practice are: 

• the level of interest amongst businesses; 

• the extent to which businesses perceive 
themselves as comparable; 

• the value for money of such interventions, 
which may be hard to quantify; 

• the impact over both the short and long 
term; and 

• the ease of maintaining enthusiasm and 
interest. 

266. When designing promotion incentives, 
there are a number of key questions, 
including: 

• Who is this incentive aimed at and how 
will they benefit? 

• How easy will it be to participate? 

• What standing does the Government have 
in the industry/area? 

• How best to identify best practice? 

• How can national and local needs be 
balanced? 

Status incentives 

267. Status incentives are based on 
comparisons, recognition and reward. 

The most common status incentives include: 

• achievement of quality standards; 

• gaining awards; and 

• performing well in benchmarking 
exercises/case studies. 



268. These can have both positive and 
negative impacts depending on the nature 
of the incentive. Positive impacts include: 

• providing businesses with an advantage 
in the labour market by enhancing their 
reputation as an employer; 

• increasing business success by raising the 
profile of a firm; 

• raising morale internally (which can result 
in improved productivity); and 

• acting as a learning experience for the 
organisation and an inspiration to others. 

269. Negative impacts can include: 

• driving a quest to 'get the badge' that 
becomes an end in itself, not related to 
organisational objectives; 

• not practising what you preach; 

• increased paperwork and bureaucracy; and 

• unequal benefits for workers, managers 
and employers. 

270. Ultimately, the most important role 
of status rewards is to drive change by 
identifying and publicising good practice. 

271 . Key criteria for introducing status 
incentives are similar to those identified 
above for promotional Incentives. 

272. When designing status incentives, these 
are a number of key questions: 

• Who is this incentive aimed at and how 
will they benefit? 

• How easy will it be to participate? 

• How to balance rigour with minimising 
bureaucracy? 

• How to identify best practice? 
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Providing relevant and timely 
information 

273. Another set of Government 
Interventions can be Identified under the 
general heading of Information. This includes 
establishing effective systems for collecting 
and disseminating information, advice and 
guidance to individuals and employers using 
’one stop shops', mentors, business advisers 
and technology. 

274. As Identified in Chapter 4, market 
failures relating to information play a key part 
in the problem of WfD. Therefore, any action 
taken to improve the position must tackle the 
Issue of information. Chapter 6 describes a 
variety of possible interventions. 

275. When designing information systems, 
the key issues to address are: 

• Identifying the audience and what they 
require; 

• establishing the media preferred by the 
audience (e.g. net-based Information is not 
appropriate if most of the audience do not 
have net access); 

• considering the cost/benefit of data 
collection/provision (collecting data 
because It can be collected can be a costly 
business with no real benefit); 

• balancing standardisation against 
customised provision; and 

• assuring the quality of the system and the 
data It provides. 

Financial incentives 

276. The Government uses financial 
incentives to achieve its goals in a wide range 
of policy areas. Financial Incentives can take a 
number of forms, including: 

• an entitlement - the recipient has a 'right' 
to receive some financial benefit; 



• a reward - where the recipient receives 
some financial Inducement In return for 
certain behaviours; 

• compensation - where the recipient 
receives financial recompense for 
complying with required behaviour; and 

• punitive - where the recipient Incurs a 
cost for falling to demonstrate required 
behaviour. 



277. The Government provides positive 
financial incentives principally through either 
public expenditure subsidies or the tax 
system. Possible financial incentives for the 
demand for WfD include: 



Public expenditure 
subsidy 

• Direct subsidised 
public provision 

© Payments to 
individuals, 
employers and/or 
training providers, 
i.e. grants, 
discounts, interest 
subsidies 



Tax system 

• Tax credits via 
income or 
corporation tax 

• National Insurance 
concessions 



278. Selection of the most appropriate 
incentive or combination of financial 
incentives and other instruments needs to 
be guided by a clear set of criteria which 
will ensure value for money. These criteria 
include: 



• avoiding substitution - i.e. the risk that 
attaching financial benefits to one type of 
training could encourage employers to 
change what they currently do and adopt 
the type of training with financial benefits 
attached irrespective of its suitability; 
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• avoiding deadweight - the risk that the 
Government will Incur a cost that 
employers already incur or would be 
willing to incur; 

• encouraging desired behavioural change - 
the need to ensure that perverse Incentives 
are not created by the financial Incentive 
or its interaction with other policy 
instruments; 

• ease of targeting - blanket Interventions 
may be rather crude and run the risk of 
missing the target group; 

• effectiveness - how well does the 
intervention address the problem, 
its symptoms or causes? 

• value for money - the level of return 
achieved for the investment in the 
intervention; and 

• comprehensibility to potential recipients - 
too much complexity may be a 
disincentive to take-up of the incentive 
and thus a barrier to achieving the desired 
change in behaviour. 

279. Whichever option or options are 

selected, a number of design issues also 

need to be addressed: 

• who Is the target group for the 
intervention; 

• how far is the Incentive aligned with 
recipient behaviour; 

• what constitutes eligible activity; 

• what should be the scale of the 
intervention or the size of the financial 
incentive; 

• how to manage risk, e.g. of perverse 
incentives; 



• how to achieve best fit with other 
incentives; and 

• how best to administer the incentive. 

Subsidised provision: payment 
to providers 

280. Subsidised direct provision through 
FE colleges is substantial and in 2000/01 
benefited just under 1.4 million adult 
students, the majority (1.2 million) studying 
part-time.’®^ Around 60% of the total are 
enrolled for courses at the equivalent of 
level 2 or below. 

281 . Chapter 4 of this report sets out the 
details of how funding to colleges has been 
allocated through 'formula-funding', some 
of the difficulties this can lead to and the 
improvements that can be expected from 
the forthcoming changes. In general terms, 
the strengths of direct provision are: 

• the ability to plan and manage provision 
centrally; 

• a common funding regime for each 
college; and 

• equality of access. 

282. Difficulties with the system are: 

« it is supply-side driven rather than 
demand-led and customer focused; 

• it is not always transparent; and 

• it can blunt local initiative and innovation 
and distort local decision-making. 




Students aged 1 9-59 enrolled on FEFC-funded provision in further education sector colleges and external institutions In England on 
1 November 2000. 
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Direct payments to individyais and 
bysin©ss®s: grants, diseoynts, a$®0ynt3 
and ioans 

283. Direct payments to the users of WfD 
(i.e. individuals and businesses) can play a 
major role In stimulating and focusing 
demand. There Is already considerable 
experience of them - for example discounts 
on course fees have been provided through 
Individual Learning Accounts In the past, and 
loans are available for both individuals (career 
development loans) and small businesses 
(small firm training loans) for WfD. 

284. In general, direct payments have a 
number of advantages: 

• the cost and amount of the subsidy Is 
transparent; 

• they can be easy to target as eligibility 
conditions can be set; 

• they can be tied explicitly to the objectives 
of policy; 

• they offer a degree of flexibility; 

o options are numerous and imaginative, 
e.g. matched funding provisions can be 
incorporated; and 

• by giving purchasing power to consumers, 
they increase the incentive for providers to 
be responsive and efficient. 

285. The drawbacks are: 

• administrative costs of targeting and 
monitoring use; 

• potential deadweight costs; and 

• the risk of creating a dependency culture. 



number of advantages as a policy instrument. 

They can be: 

• an effective and efficient way to meet 
Government objectives. Since loans are 
generally repaid, the cost to Government 
in the longer term should be lower 
(depending on default rates); 

• a fair way of recovering some of the 
benefits of Government intervention from 
recipients. If individuals or businesses gain 
from intervention then there is a case that 
they should contribute to the cost; 

• a way to achieve important incentive 
effects. For example, they may provide 
incentives to choose value-for-money 
options by looking at the likelihood of 
future gains and pay-offs. They may also 
generate desirable behaviour, for example 
a training loan may encourage the 
borrower to finish the course paid for by 
the loan. 

287. The main disadvantages of loan 

mechanisms from a public policy 

perspective are: 

• low take-up that may jeopardise the 
achievement of the objective. Individuals 
on low incomes and small businesses may 
see the prospect of indebtedness as a 
disincentive; 

® loans are better at incentivising activities 
which generate private returns (e.g. higher 
wages) than activities which generate 
wider social returns (that do not accrue 
to the borrower); 

• some individuals and businesses may incur 
excessive debt. 



286. Subsidised loans can more specifically 
help to address some of the capital market 
constraints associated with the funding 
of WfD (set out in Chapter 4).”° Loans have a 



288. Some of these disadvantages can 
be tackled by careful design and 
implementation, for example providing 
money management advice for those 
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The PIU has been looking at loans in Its current project 'Modernisingi^rnment Loans'. (This is expected to be published shortly.) 



interested in taking out a loan, increasing 
financial literacy and making debt advice 
available. 

289. In the context of WfD, direct grants 
could take on a larger role in shifting funding 
from providers to users (I.e. Individuals and 
employers). This is discussed In more detail In 
Chapter 6. There are potentially a wide range 
of options to consider. For example: 

• a new form of individual learning account 
for Individuals, where direct payments 
could cover elements of course fees; 

• packaging support to small firms through 
a small firms learning account; these could 
cover various costs associated with WfD 
and incorporate direct payments in a 
variety of forms; and 

o discretionary support for employer 
network fad 1 1 ta tors/co-ord i na tors . 

290. In all these cases it might be possible 
to structure the incentives to encourage 
partnership working between individuals, 
employers and Government. 

Tan credits 

291 . Existing tax provision for WfD treats 
'work-related training' as an expense, like 
any other business expense, and it therefore 
reduces business profits and hence 
corporation tax. There are currently no 

tax credits for WfD either for employers or 
for individuals. 

292. In general terms, tax credits can be 
used to stimulate additional expenditure by 
reducing costs. There are several ways of 
implementing a tax credit, including through 
the corporation tax system - a so-called 
super-deduction”’ - or through the PAYE 
system by reducing Income tax or National 
Insurance contributions. Each has the 



potential to work in particular situations and 
with specific design features. However, in 
general terms, tax credits have a number of 
advantages, including: 

• reaching a large number of firms; 

• using existing administrative systems; and 

• the capacity to be targeted on particular 
firms. 

293. But they also have a number of 
drawbacks: 

• trade-offs between avoiding deadweight 
and simplicity of design; 

• perverse incentives to exaggerate WfD 
expenditure; and 

• the risk of missing key groups, e.g. 
employers either outside the corporation 
tax system or employees earning below 
the National Insurance threshold. 

294. A tax credit to increase training and 
development activity would have to be 
carefully designed to take account of: 

• the size of firm eligible for the tax credit, 
i.e. small or large firm and where the 
boundary is drawn; 

• the eligible categories of training 
expenditure, i.e. costs of tuition and 
accreditation, wage costs; and 

• the size of the incentive to be offered: 
full or partial reimbursement of costs. 

295. The evidence shows that the smaller 
the firm, the less training it is likely to do. 

So, making help with training costs available 
to all firms would carry more deadweight 
than a more targeted incentive. On the other 
hand, targeting would be accompanied by a 
set of rules which would in turn increase the 
costs of bureaucracy and audit. 
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Tax deductions are normally given on a pound for pound basis (i.e. a pound of taxable income is deducted for every pound spent). 
A ‘super-deduction' gives greater relief, so for every pound spent, a higher amount can be deducted. 
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296. A significant amount of training activity 
already takes place for those employed, 
although as this report shows (Chapters 3 
and 4) it is unevenly spread between large 
and small firms and low and high skilled 
workers, and covers many elements including 
health and safety, and induction. 
Approximately 740,000 adults in 
employment are estimated to be working 
towards a qualification up to the equivalent 
of level 2."^ A large proportion of these may 
be working towards additional qualifications 
at the same level.^^^ Furthermore, not 
everyone will be funded by their employer 
although it is difficult to estimate the extent 
of employer funding. 

297. Current public funding for employers is 
limited to some course costs in FE colleges. 
Employers will meet all the other costs 
associated with training and development In 
full, I.e. accreditation and examination, 
participation costs (e.g. books, tools); and 
replacement wage costs, both for trainees 
and for those supervising them when training 
Is on the job. 

298. The level of the Incentive offered by a 
tax credit could be altered to send stronger 
or weaker signals depending on how it was 
delivered (the corporation tax system, PAYE 
or Nl). 

299. In the longer term, this report's 
proposals to put funding directly in the 
hands of Individuals would mean that 
they became responsible for their own 
development, receiving help with tuition, 
accreditation and participation costs, and the 
effectiveness of existing policies would need 
to be reviewed. Support for living costs 
would continue to be a matter for individuals 
and their employers. 



Statutory approaches and regulation 

300. The UK currently takes a voluntary 
approach to WfD (apart from some specific 
interventions such as the right to paid time 
off for 16-1 7 -year-olds) but has, in the past, 
adopted policies which, to varying degrees, 
have sought to require employers to develop 
their workforce. Regulatory obligations are 
used in some countries (Singapore, France), 
but they cannot be divorced from 
surrounding structures and culture (see 
Annex 9 for international comparisons). 

301. Introducing any statutory regulations 
in the UK would, therefore, need to reflect 
lessons from the experiences of other 
countries and to be tailored to the particular 
needs of the UK. These issues would have to 
be carefully considered, and comparison with 
non-legislative alternatives and wide 
consultation would be necessary before 
making a decision to legislate for any specific 
proposal. This would be a major step 
involving consultation, a Regulatory Impact 
Assessment and possibly pilot projects if this 
option were to be rolled out. 

302. The Government's election manifesto 
made a commitment that "where both 
sides of industry in a sector agree [the 
Government] will help set up a statutory 
framework for training". 

Whst kirad ©f statutory framewrork 
or regoilatio^i? 

303. There is a wide range of statutory 
or regulatory incentives that could be 
considered, all of which have advantages 
and disadvantages, a flavour of which is 
included in Figure 31. To a large extent 
these depend on the details and 
circumstances of implementation. 



Adults, aged 19 or over, employees and self-employed in the UK. Labour Force Survey, Spring 2001, 

For example, around 350,000 are estimated to already hold the equivalent of a level 2 qualification. 

"" For example, the Skills Survey 1997 asked those In employment who paid for training. Over 40% had their costs paid by their 
employer and a further 40% were reported to have shared the cost with their employer, and/or with their relatives. See F, Green, 
•Training the Workers', In R Gregg and J. Wadsworth (eds) The State of Working Britain. 
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304. To assess the suitability of any of these 

options, a range of criteria need to be 

defined. Such criteria could include: 

• cost for all stakeholders Involved compared 
to the benefit achieved; 

• extent to which the ultimate objective 
would be achieved; 

• ease of implementation, enforceability and 
administration; 

• degree of agreement amongst 
stakeholders; 

• extent to which the problem to be solved 
is intractable; 



• interaction with other incentives and other 
regulations; and 

• impact on motivation and partnership 
working. 

305. Each of the options has specific design 

features that would need to be examined. 

Some of the more general issues would include: 

• ability to target and the impact of targeting; 

• complexity and susceptibility to misuse 
or fraud; 

• clear definition of the problem to be 
solved; and 

• definition of the activity involved. 



Figure 31: Statutory and regulatory approaches 



Building in skill requirements to procurement and franchising contracts 



maximises the use of supply chains by 
encouraging elements of the supply 
chain to work together to meet contract 
requirements 

promotes coherence throughout an 
industry by promoting an expected level 
of skill 

levers up skills and qualifications 
attainment to enable firms to tender 

provides an opportunity for Government 
to demonstrate best practice 



Advantages 


Disadvantages 


Levies 


i 


• increase volume of expenditure on WfD 


• increase administration and bureaucracy 


• respond to specific skills issues with an 


• potential for manipulation by firms 


industry 


• meet resistance from individual firms 


• encourage strategic planning of training 


• the cost may not be proportionate to the ' 


at firm and sector level 


benefit obtained 


• help smaller firms overcome 


• minimum level of training may exceed 


diseconomies of scale 


economically efficient level of training 


. • may act as disincentive to poaching and 


i 


combat free riding 





• may involve significant legal 
complications, particularly regarding 
European Union (EU) procurement 
directives 

• leads to a 'tick box' mentality where 
firms adopt a superficial compliance with 
contract terms 

• involves a bureaucratic assessment 
process 

• places skills in competition with other 
Government policies such as value for 
money which are at the core of 
tendering and contracting 
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